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The following releases relate to self-regulatory 
rule proposals and/or adoptions 


34-17914 34-17917 34-17926 
34-17915 34-17918 
34-17916 34-17919 


33-6325 Invitation of written submissions 

Pg. 2 concerning the practical experience 
of accountants and registrants in 
applying the last-in, first-out method 
of accounting for inventories [File 
No. S7-889] 


Adoption of amendments to Regula- 
tion S-X, amendments to Form N-1 
and Form N-2 and revised rule 
30d-1 regarding standardization of 
financial statement requirements in 
management investment company 
registration statements and reports 
to shareholders 


33-6327 Proposed amendments to para- 

Pg. 19 graphs (b) and (d) of Rule 465 un- 
der the 1933 Act regarding the auto- 
matic effectiveness of posi-effective 
amendments filed by investment 
companies [File No. S7-890— 
Comment Period Expires August 
10, 1981] 


34-17910 Elimination of the requirement 
Pg. 24 imposed on brokers and dealers to 
file copies of any proposed subordi- 
nation agreements with the appro- 
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priate Commission Regional Office 
under certain circumstances. Also 
elimination of requirement to file 
with the Commission's principal of- 
fice in Washington, D.C. an applica- 
tion for an extension of time to file 
audited reports 


34-17913 
Pg. 27 


Recision of Rule 19b-1 under the 
1934 Act which provides certain fil- 
ing and financial requirements for 
“qualified non-member market mak- 
ers” in NYSE Rule 394(b) 


34-17927 Amendment to the Uniform Net 

Pg. 34 Capital Rule (Rule 15c3-1) to con- 
form Appendix B to certain recent 
amendments adopted by the Com- 
modity Futures Trading Commission 
of its net capital rule 














SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6325/July 2, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17912/July 2, 1981 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 22116/July 2, 1981 


INVESTMENT CO. ACT OF 1940 
Reiease No. 11845/July 2, 1981 


ACCOUNTING SERIES 
Release No. 293/July 2, 1981 


THE LAST-IN, FIRST-OUT METHOD OF 
ACCOUNTING FOR INVENTORIES 


ACTION: Issuance of an accounting series re- 
lease. 


SUMMARY: Several recent enforcement cases 
and the amendments to the Internal Revenue 
Service regulations concerning the last-in, first-out 
(“LIFO”) book/tax conformity statute have caused 
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the Commission to focus on certain LIFO practices 
and disclosures. In addition to finding out that 
some practices being used are inappropriate, the 
Commission, after careful consideration, has con- 
cluded that practices which potentially contradict 
the conceptual basis of LIFO, i.e., the matching of 
current costs and current revenues need to be ex- 
amined. 


The Commission also has included guidelines in 
this release for those LIFO companies who wish to 
make supplemental non-LIFO income disclosures. 


DATE: July 2, 1981. 


ADDRESSES: The Commission invites written 
submissions concerning the practical experience 
of accountants and registrants in applying the 
LIFO inventory method. All comments should be 
filed in triplicate with George A. Fitzsimmons, Sec- 
retary, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 
Submissions should refer to file No. S7-889 and, 
unless confidential treatment is authorized, will be 
available for public inspection and copying at the 
Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Ar- 
thur J. Schmeiser, George Diacont, or David F. 
Martin (202-272-2130), Office of the Chief Ac- 
countant, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: 
|. Background 


LIFO is an inventory pricing method based on a 
flow-of-cost assumption that the last item pur- 
chased is the first item sold. In times of rising 
prices, LIFO generally results in higher current 
costs being charged against income, while older, 
lower costs are retained in inventory. Of the two 
fundamental reasons for using LIFO, one is ori- 
ented toward financial accounting and the other is 
income tax oriented. From the standpoint of finan- 
cial accounting, proponents of LIFO argue that, by 
charging to expense those costs which more 
closely reflect the replacement cost of inventory, 
LIFO tends to reduce the illusionary profits ob- 
tained from merely holding inventories and there- 
by reflects more accurately the “true” income of a 
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company.’ Most companies that have changed to 
the LIFO method from other methods in the past 
decade have indicated that LIFO is a preferable 
method because of its ability to match current 
costs with current revenues during periods of ris- 
ing prices. For income tax purposes many com- 
panies prefer LIFO because, during periods of ris- 
ing prices, it generally reduces taxable income 
and thereby results in reduced income tax ex- 
pense. 


When LIFO became an acceptable tax method as 
announced in the Revenue Act of 1938, its appli- 
cation was limited to the specific identification 
method for raw materials in the inventories of 
leather tanners and producers and processors of 
certain nonferrous metals. Since then, the Internal 
Revenue Service (“IRS”) regulations have been 
amended a number of times and today dollar value 
LIFO2 is an acceptable method that can be used 
for almost all types of inventory goods. While al- 
lowing broad usage of the LIFO method, the stat- 
ute was structured in a unique manner permitting 
only those taxpayers who use LIFO for financial 
accounting to use LIFO for tax purposes. 


On January 13, 1981, the IRS published amended 
regulations? concerning the LIFO conformity rule. 
For many years, the IRS strictly enforced the con- 
formity rule and required companies to apply LIFO 
in most cases identically for book and tax pur- 
poses and did not permit companies to disclose 
supplemental information about alternative meth- 
ods of inventory pricing.4 The Commission consid- 





'1The Commission, in Accounting Series Release 
No. 151, January 3, 1974, stated ‘“[s]uch [invento- 
ry] profits do not reflect an increase in the eco- 
nomic earning power of a business and they are 
not normally repeatable in the absence of contin- 
ued price level increases.” 


2The dollar value method, in contrast to the speci- 
fic identification method, values dollar rather than 
quantity increases in ending inventory and the dol- 
lar, rather than the physical item, is the unit of 
measure. There are four major dollar value meth- 
ods: double extension, index, link chain and retail. 


3Treasury Decision 7756, Title 26, CFR 1.472 
—2(e). 


4There have been exceptions to this rule, e.g., the 
IRS issued annual waivers to permit companies to 
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ers two aspects of the IRS amendments to be sig- 
nificant: (1) Companies may apply LIFO differently 
for book purposes than for tax purposes as long 
as they use some accepiable form of LIFO; and 
(2) companies may provide supplemental non- 
LIFO disclosures if they are not presented on the 
face of the income statement. 


ll. Applying LIFO for Book and 
Tax Purposes 


The Commission believes that the conceptual ba- 
sis for the LIFO method is the proper matching of 
current costs with current revenues. However, 
based on matters which the Commission and its 
staff have dealt with, we have concluded that 
when the dollar value method is used, changes in 
product mix, product prices and inventory pool liq- 
uidations can sometimes prevent a proper match- 
ing of cost and revenues. Accordingly, the Com- 
mission believes that the amended regulations 
which permit companies to compute LIFO differ- 
ently for book and tax purposes are very positive. 
For too long, the application of the LIFO method 
for financial accounting and reporting has been 
unduly influenced by the tax application. Most ex- 
planations or analyses of LIFO in textbooks and 
articles have been oriented toward tax implica- 
tions, rather than financial accounting and report- 
ing. With few exceptions, the accounting profes- 
sion has deferred to the IRS in this area; indeed, 
many accountants appear to view IRS LIFO regu- 
lations as if they were generally accepted account- 
ing principles (“GAAP”). The Commission dis- 
agrees with this approach and believes that since 
LIFO may now be applied differently for book ac- 
counting and tax accounting, it is appropriate for 
the current practices used in the application of 
LIFO to be examined.® 





comply with Accounting Series Release No. 190, 
involving replacement cost, without violating the 
conformity rule. 


5The Commission is aware of a task force which 
has been established by the Accounting Stand- 
ards Executive Committee of the American Insti- 
tute of Certified Public Accountants to accumulate 
information about application problems. This type 
of effort, in addition to self-examination by individ- 
ual registrants, is appropriate and should assist 
the Financial Accounting Standards Board in con- 
sidering these matters. 
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Activities of the Commission and its staff concern- 
ing LIFO include the following: (1) a requirement 
to disclose the excess of replacement or current 
cost over LIFO value stated on the balance sheet, 
if material (Regulation S-X CFR 210.5-02-6); (2) 
a staff accounting bulletin which explicitly identi- 
fies the need to disclose the amount of income, if 
material, that has been recorded because a LIFO 
inventory liquidation has taken place (Staff Ac- 
counting Bulletin No. 1)®, (3) enforcement actions 
for improper reporting and (4) meetings and com- 
munications with registrants on matters of applica- 
tion and disclosure. This release describes some 
of the particular facts and conclusions concerning 
LIFO issues, that the Commission and its staff 
have considered, in order to enhance the exami- 
nation of LIFO practices. These examples, which 
follow, are litnited by the issues which the Com- 
mission and its staff have addressed and are not 
intended to be a complete consideration of con- 
cerns about the LIFO method. 


Enforcement Issues 


The Commission has instituted enforcement ac- 
tions against a number of registrants that used the 
LIFO method to report a desired but fallacious re- 
sult. These enforcement actions involve two dis- 
tinct topics: new product designations and inven- 
tory levels. 


New Product Designations 


The accounting treatment given products entering 
an inventory pool for the first time ("new prod- 
ucts’) can affect financial statement results when 
they are reported at current cost. This has been 
noted particularly when the double extension ap- 
proach to the dollar-value LIFO method is used. 
When the effects of inflation on the cost of new 
products are measured by making a comparison 
with current cost as the base year rather than a re- 
constructed base-year cost,’ income tends to be 
increased. 





Topic 11F of Staff Accounting Bulletin No. 40 (46 
FR 11513). 


7Reconstructed base-year costs are “reasonable” 
estimates of what a particular inventory item would 
have cost had it been in the inventory in the base 
year. 
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The Commission has noted instances in which 
companies incorrectly designated pre-existing in- 
ventory items as new products and recorded them 
at current cost. They attempted to justify this treat- 
ment by distinguishing between the so-called new 
product and the same item already contained in 
the inventory based on insignificant and some- 
times arbitrary differences in attributes. For exam- 
ple, new products have been designated because 
of slight differences in chemical composition, 
changes in manufacturing or production line loca- 
tion, and differences in supply sources. 


The following examples illustrate instances where 
the Commission took exception to a registrant's 
new product policies. 


Company A treated an item as new prod- 
uct merely because the production of that 
item was shifted from one plant to anoth- 
er. The change in manufacturing location 
and the changes in costs associated with 
the manufacture of that item were given 
as the major justifications for the new 
product treatment. 


Company B designated part of its nickel 
inventory as a “new product’ because it 
contained cobalt. Although cobalt did not 
preclude the use of the nickel in the man- 
ufacture of stainless steel, the presence 
of the cobalt content caused a modifica- 
tion in the manufacturing process and 
resulted in a lower quality steel. The 
Commission focused on the apparent 
contradiction inherent in income being 
increased (by several million dollars) sim- 
ply because a particular inventory com- 
modity contained a physical property 
making it less valuable. 


. Company C’s policy was to treat iron ore 
obtained from different mine locations as 
distinct inventory products, arguably be- 
cause of differences in chemical compo- 
sition. The Commission objected, howev- 
er, when Company C increased pre-tax 
earnings by $4.9 million simply by 
designating the mixture of three different 
kinds of iron ore as a new product and re- 
cording it at current cost. 
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Inventory Levels 


The Commission has noted where registrants 
have manipulated the reported level of their inven- 
tory or parts of their inventory in order to affect re- 
ported earnings. In the following illustrative cases 
the Commission initiated enforcement actions 
against registrants because it considered the 
transactions to be improper. 


Company D as part of a plan to shift in- 
come from 1974, a high income year, to 
1975, an expected low income year, re- 
corded the transfer of 1,088 tons of stain- 
less steel from its FIFO to its LIFO inven- 
tory. The transfer was recorded on the 
company’s books but the stainless steel 
was not physically moved. The LIFO ef- 
fect of the transfer substantially lowered 
1974 reported income. In 1975, a book 
entry was made to transfer the stainless 
steel back to the FIFO valued inventory, 
increasing reported earnings for that 
year. 


Company E misclassified some of the 
raw material in its inventory records. Al- 
though this misclassification did not af- 
fect the overall inventory quantityn the dif- 
fereices in the LIFO base cost of the 
misclassified raw materials resulted in re- 
ported increases in inventory and earn- 
ings. 


Transactions such as those described above rep- 
resent a perversion of the reporting process. Ac- 
cordingly, financial statements prepared using 
these devices will be considered to be misleading. 


LIFO Applications 


Because of the nature of LIFO, transactions which 
would have no financial accounting impact if an- 
other method were used can significantly change 
reported income under LIFO. The following is an 
example of a recent registrant inquiry that was 
considered by the staff which illustrates this situa- 
tion. 


Company F, a company using LIFO, found itself 
with raw material commitments which were greater 


€ than it could utilize and decided to sell the excess. 
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There was excess supply on the market and the 
sale was not anticipated to be accomplished by 
year end. The Company inquired whether the staff 
would object if a new non-LIFO subsidiary were 
established to hold and eventually sell the invento- 
ry. (This transaction would have occurred at an in- 
terim period during the Company’s fiscal year and 
would have involved a bookkeeping transfer with- 
out physical movement of the inventory.) Since, 
for other reasons, the Company’s inventory had 
decreased, the net effect of the transfer would 
have been to further decrease LIFO inventory 
causing a further decrement of LIFO layers and a 
substantial infusion of income. Although the staff 
did not assert any devious intent, it was concerned 
about the precedent of a bookkeeping transaction 
that did not involve a physical event but resulted in 
reporting considerable income. The Company stat- 
ed that the IRS had approved of the transaction 
and that it did not expect the Commission staff to 
object. The staff informed the Company that it 
could not consider the transaction acceptable be- 
cause its reported effect contradicted the econom- 
ic substance of the situation. 


lll. Supplemental Disclosures 


The other matter which the recent amendments af- 
fect is supplemental income disclosures based on 
non-LIFO inventory methods. Because there ap- 
pears to be a tendency by some companies using 
LIFO to infer that FIFO earnings are the “real” 
earnings, the Commission reminds registrants that 
disclosures must be considered carefully so as not 
to result in misleading reporting for financial state- 
ment purposes. Those disclosures which previ- 
ously were prohibited by the conformity rule 
should not be presented in financial reports with- 
out consideration of their desirability or effect. 


The most troublesome disclosures relate to pro- 
forma income information usually assuming the 
first-in, first-out (“FIFO”) method is used. The as- 
serted reason for these disclosures is usually that 
they are necessary to permit comparison of 
companies using LIFO and those using FIFO. The 
Commission does not believe that FIFO-based 
supplemental income disclosures by companies 
using the LIFO method for inventory determination 
are necessarily the best way to obtain comparable 
information. A better method would be to use the 
disclosures prescribed by Statement of Financial 
Accounting Standard No. 33, “Financial Reporting 
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and Changing Prices.” However, when such sup- 
plemental disclosures are properly formed and lo- 
cated the Commission has not objected to them. 


The Commission’s primary concern, the risk of 
user misinterpretation, is mitigated when regis- 
trants providing these disclosures (1) state clearly 
that the use of LIFO results in a better matching of 
costs and revenues (i.e., supporting the preferabil- 
ity of this method for their purposes), (2) indicate 
the reason why supplemental income disclosures 
are being provided and (3) present essential infor- 
mation about the supplemental income calculation 
to enable users to appreciate the quality of the in- 
formation. Also, registrants should be careful of 
the terminology that they use since terrns such as 
“LIFO reserve” or “LIFO adjustment” may be mis- 
understood by readers. 


The purpose of presenting supplemental FIFO in- 
come information will have an impact on the loca- 
tion of the information. If companies present FIFO- 
based disclosures because they believe users 
want to have information available for comparison 
to operating results of companies not on LIFO, the 
Commission believes such disclosures should not 
be made in financial highlights, press releases or 
president's letters, since such analytical data, in 
the required detail, usually is not included in those 
places. These disclosures would be better placed 
in footnotes to financial statements or manage- 
ment’s discussion and analysis of financial condi- 
tion and results of operations. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6326/July 8, 1981 


INVESTMENT CO. ACT OF 1940 
Release No. 11850/July 8, 1981 


ACCOUNTING SERIES 
Release No. 294/July 8, 1981 


STANDARDIZATION OF FINANCIAL STATE- 
MENT REQUIREMENTS IN MANAGEMENT IN- 
VESTMENT COMPANY REGISTRATION STATE- 
MENTS AND REPORTS TO SHAREHOLDERS 


ACTION: Final rules and amendments to forms. 


SUMMARY: The Securities and Exchange Com- 
mission is adopting today uniform requirements 
governing the content of and periods to be cov- 
ered by financial statements included in share- 
holder reports and prospectuses in (or annual 
updates of) management investment company 
registration statements. The general regulation 
governing the form and content of and require- 
ments for financial statements is amended by 
including special provisions for prospectuses and 
shareholder reports of registered management in- 
vestment companies. In consequence, the Com- 
mission is removing most of the detailed financial 
statement instructions which were previously in 
the registration statement forms and the rule gov- 
erning shareholder reports. As a result of these 
changes, most of the differences between the re- 
quirements applicable to financial statements in 
prospectuses and those applicable to financial 
statements in shareholder reports are being elimi- 
nated. Therefore, management investment com- 
panies will be able to prepare annually a single set 
of uniform, updated financial statements that may 
be used in both the prospectus (or annual update 
of the registration statement) and the annual re- 
port to shareholders. In addition, open-end man- 
agement investment companies, at their option, 
will be able either to incorporate financial state- 
ments included in any shareholder report by refer- 
ence into the prospectus or to transmit a currently 
effective prospectus as the equivalent of any re- 
port to shareholders. Although the Commission is 
retaining certain differences between the financial 
information required in prospectuses and that re- 
quired in annual reports, the provisions adopted 
herein eliminate the necessity for open-end man- 
agement investment companies to print and mail 
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the same financial statements in two different doc- 
uments. The Commission is adopting these 
amendments to reduce the costs incurred in 
preparing and transmitting essentially duplicative 
financial information and to provide an opportunity 
for open-end management investment companies 
to reduce the length of their prospectuses or, in 
the alternative, to eliminate separate preparation 
of periodic reports. 


EFFECTIVE DATE: Effective upon publication in 
the Federal Register for filings with the Commis- 
sion or transmissions to shareholders made by 
management investment companies after October 
4,1981. 


FOR FURTHER INFORMATION CONTACT: 
Dianne E. O’Donnell, Special Counsel, (202) 
272-2093, Lawrence A. Friend, Senior Accountant, 
(202) 272-2095, or Susan P. Hart, Attorney, (202) 
272-2098, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Com- 
mission announced today the adoption of: (1) 
amendments to Regulation S-X [17 CFR 210], the 
Commission’s general regulation regarding the 


form and content of and requirements for financial 
statements filed under, inter alia, the Securities 
Act of 1933 (“1933 Act’) [15 U.S.C. 77a et seq.] 
and the Investment Company Act of 1940 (“1940 
Act”) [15 U.S.C. 80a-1 et seq.]; (2) amendments 
to Form N-1 [17 CFR 239.15, 17 CFR 274.11] and 
Form N-2 [17 CFR 239.14, 17 CFR 274.11a], the 


registration statement forms for, respectively, 
open-end and closed-end management invest- 
ment companies under both the 1933 Act and the 
1940 Act; and (3) a revised rule 30d-1 [17 CFR 
270.30d-1], regarding reports to shareholders un- 
der section 30(d) of the 1940 Act [15 U.S.C. 
80a-—29(d)]. The amendments reconcile most of 
the differences in the financial statement require- 
ments of prospectuses and shareholder reports by 
including special provisions for registered man- 
agement investment companies in the uniform fi- 
nancial statement requirements and instructions of 
Regulation S-X. In turn, these instructions, with 
certain modifications, are made applicable to pro- 
spectuses and to annual updates of 1940 Act reg- 
istration statements by amendments to the regis- 
tration statement forms. Finally, revised rule 
30d-1, which replaces the current rule, makes the 
financial statement requirements of the prospectus 
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applicable to shareholder reports, and extends the 
time in which such reports must be transmitted to 
shareholders from forty-five days to sixty days af- 
ter the close of the period for which the report is 
made. 


In addition, amendments to Form N-1 and revised 
rule 30d-1 provide open-end management invest- 
ment companies two new options for transmitting 
disclosure documents containing financial infor- 
mation to shareholders and prospective investors. 
Such companies are permitted either to incorpo- 
rate financial statements from shareholder reports 
by reference into the prospectus or to transmit a 
currently effective prospectus as the equivalent of 
any annual or semiannual report to shareholders, 
provided that certain conditions are satisfied. 
These provisions are optional, so that companies 
may, if they choose, continue to include financial 
statements in prospectuses and to transmit sepa- 
rate shareholder reports. The standardization of fi- 
nancial statement requirements is intended to re- 
duce the costs, imposed by current disclosure 
requirements, of preparing and transmitting 
various disclosure documents containing financial 
statements that are substantively identical but not 
interchangeable. The options with respect to 
transmission of financial information are intended 
to provide open-end companies with opportunities 
for further reductions in costs by using their pro- 
spectuses as a substitute for shareholder reports 
or, in the alternative, by reducing the length of 
their prospectuses. 


BACKGROUND 


Section 30(d) of the 1940 Act and rule 30d-1 
thereunder require management investment 
companies to transmit a report to shareholders at 
least semiannually. These reports are required to 
contain certain financial statements and other in- 
formation covering either the first six months of the 
company’s fiscal year (the “semiannual report’), 
or, in the report made as of the end of the fiscal 
year (the “annual report’), the entire fiscal year. 
The financial statements required by the statute 
and the rule are complemented by the require- 
ments of generally accepted accounting principles 
(“GAAP”). 


In addition to the semiannual and annuai reports 
required by section 30(d), open-end management 
investment companies engaged in a continuous 
offering of their shares to the public (the type com- 
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monty known as “mutual funds’) must bring their 
prospectuses up to date on an annual basis, pur- 
suant to section 10(a)(3) of the 1933 Act [15 
U.S.C. 77j(a)(3)] and section 24(e)(3) of the 1940 
Act [15 U.S.C. 80a—24(e)(3)]. Those management 
investment companies that file Form N-1R (the 
annual report of certain information to the Com- 
mission) must also bring their 1940 Act registra- 
tion statements up to date annually pursuant to 
rule 8b-16 under the 1940 Act [17 CFR 
270.8b-16] (the “annual update”). Like section 
30(d) reports, the prospectus (and the annual 
update) is required to contain specified financial 
statements, which must be audited. The form and 
content of financial statements in the prospectus 
and annual update are governed by Regulation 
S-X. 


The financial statements now required to appear in 
prospectuses and annual reports are similar. Both 
documents must contain: (1) a balance sheet or 
statement of assets and liabilities as of the close 
of the most recent fiscal year, (2) a schedule of in- 
vestments as of the date of the balance sheet or 
the date of the statement of assets and liabilities, 
(3) an income statement, (4) statements of 
changes in net assets, and (5) condensed finan- 
cial information in the form of a table of per share 


income and capital changes (the “per share ta- 


ble’). Nevertheless, under current requirements 
certain differences prevent the financial state- 
ments in the prospectus and the annual report 
from being interchangeable.’ 


As a result of these discrepancies in current finan- 
cial statement requirements, investment com- 
panies prepare two different sets of audited finan- 
cial statements containing similar information, one 
set for their prospectuses and one for their annual 
reports to shareholders. Moreover, there is con- 
siderable overlap in the readership of the two doc- 
uments. Although the prospectus and the annual 
report are intended for different purposes—the 
prospectus is primarily designed to disclose mate- 
rial information to potential investors, while the an- 
nual report is intended to provide information to 
existing shareholders—many investment 
companies furnish their annual reports to new in- 





'These differences are explained in detail in In- 
vestment Company Act Release No. 11490 (Dec. 
15, 1980 [45 FR 83517, Dec. 19, 1980]. 
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vestors, and many investment companies send a 
current prospectus to existing shareholders as a 
matter of course. Differences in financial state- 
ments required in prospectuses and annual re- 
ports are not related to the different purposes for 
which the documents are intended, but are rather 
the result of the fact that prospectuses and annual 
reports evolved at different times from different 
statutory bases. 


It appeared to the Commission that no useful pur- 
pose was served by maintaining the vast majority 
of the differences between prospectus and annual 
report financial statement requirements and that 
the discrepancies between the two documents 
could be confusing to the investor who receives 
both sets of financial statements without an expla- 
nation of the differences. Accordingly, on Decem- 
ber 15, 1980, the Commission proposed amend- 
ments to Regulation S-X, including new rule 3-18 
of that regulation; revised financial statement 
items for the registration statement forms (Item 18 
of Form N-1 and Item 20 of Form N-2); and re- 
vised rule 30d-1, to standardize the financial 
statement requirements of the prospectus and an- 
nual report to shareholders (Investment Company 
Act Release No. 11490) [45 FR 83517, Dec. 19, 
1980] (“Release No. 11490”). Under the amend- 
ments as proposed, both the annual report to 
shareholders and the current prospectus (or, in 
the case of a closed-end company, the annual 
update) of a management investment company 
would be required to contain the following audited 
financial statements: 


(1) A balance sheet or statement of as- 
sets and liabilities as of the close of 
the most recent fiscal year; 


(2) A schedule of investments as of the 
date of the balance sheet or the 
statement of assets and liabilities; 


(3) An income statement for the most 
recent fiscal year; and 


(4) Statements of changes in net assets 
for the two most recent fiscal years. 


The proposals reconciled current differences be- 
tween financial statements requirements for pro- 
spectuses and shareholder reports, with three ex- 
ceptions. First, with respect to condensed financial 
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information, the Commission proposed to continue 
to require the annual report to include a per share 
table for the five most recent fiscal years, with at 
least the latest year audited, with the current pro- 
spectus of open-end companies to include such 
information for the ten most recent fiscal years, 
with at least the five latest years audited. Second, 
the Commission proposed to continue the differ- 
ences with regard to disclosure of aggregate man- 
agement remuneration with the annual report re- 
quired to contain the somewhat more extensive 
disclosure specified by section 30(d)(5) of the 
1940 Act [15 U.S.C. 80a—29(d)(5)]. Finally, the 
Commission proposed to continue to require the 
cost of individual securities to appear in the sched- 
ule of investments in prospectuses, pursuant to 
Article 12 of Regulation S-X, but not in the compa- 
rable schedule in shareholder reports. 


As a part of these amendments, the Commission 
also proposed two options with respect to the 
transmittal of financial information. First, the Com- 
mission proposed to amend Form N-1 to permit an 
open-end management investment company to in- 
corporate financial statements from a shareholder 
report by reference into the prospectus, provided 
that a copy of such report accompanied the pro- 
spectus. Alternatively, as part of revised rule 
30d-1, an open-end management investment 
company would be permitted to send a prospectus 
to shareholders in lieu of any shareholder report, if 
that prospectus included financial statements for 
the latest fiscal year. 


The Commission today adopts the amendments to 
Regulation S-X, to Forms N-1 and N-2, and re- 
vised rule 30d-1 with the modifications discussed 
below. Because the amendments are being adopt- 
ed in substantially the same form as they were 
proposed, only the changes from the amendments 
as proposed and the major issues raised by com- 
mentators are being discussed in detail in this re- 
lease. Readers are referred to Release No. 11490 
for a more extensive discussion of the amend- 
ments. 


In addition, in a separate release, the Commission 
is proposing amendments to rule 465 under the 
1933 Act [17 CFR 230.465] to facilitate the proc- 
ess by which certain investment company regis- 
trants may bring their prospectuses up to date to 
use them in place of an annual report to share- 
holders. 
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PUBLIC COMMENTS AND MODIFICATIONS TO 
PROPOSED AMENDMENTS AND REVISED 
RULE 30d-1 


The Commission received fourteen comments on 
Release No. 11490.2 Twelve of the commentators 
endorsed the standardization of financial state- 
ment requirements in investment company regis- 
tration statements and reports to shareholders and 
the optional provisions regarding transmission of 
financial information. However, most commenta- 
tors had specific objections to some of the provi- 
sions of the proposed amendments to Regulation 
S-X, Forms N-1 and N-2, and revised rule 30d-1. 
In addition, some of the commentators addressed 
issues that were not raised in Release No. 11490. 
The Commission has considered all the comments 
and has determined to adopt the amendments 
substantially as published with the modifications 
set forth below. 


Differences in Financial 
Statement Requirements 


Disclosure of the cost of individual securities. 
Eleven commentators responded to the Commis- 
sion’s specific request for comment on one of the 





2Comments were received from the following: the 
Association of Publicly Traded Investment Funds; 
the Subcommittee on Investment Companies and 
Investment Advisers of the Federal Regulation of 
Securities Committee, Section of Corporation, 
Banking and Business Law of the American Bar 
Association; Committee on Investment Companies 
of the American Institute of Certified Public Ac- 
countants; Coopers & Lybrand; Gaston Snow & 
Ely Bartlett; Investment Company Institute; Inves- 
tors Diversified Services, Inc.; Lord, Abbet & Co.; 
Price Waterhouse & Co.; Touche Ross & Co.; 
United Funds; the Vanguard Group of Investment 
Companies; Lipper Analytical Distributors, Inc; 
and one shareholder (Mrs. Paul Ingle of High 
Point, N.C.). Copies of the comments are located 
in File No. S7-865. 


3One commentator made no comment on the pro- 
posals generally but addressed only the issue of 
cost disclosure. The shareholder commentator op- 
posed the proposals on the grounds that annual 
reports do not provide sufficient information to 
sharehoiders. 
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three exceptions to uniform financial statement 
requirements—the proposal to retain existing re- 
quirements under which the cost of individual in- 
vestments must be disclosed in the schedule of in- 
vestments in the prospectus but not in the 
schedule of investments in reports to sharehold- 
ers. 


Nine of these commentators objected to the re- 
quirement, stating that such information was of lit- 
tle use and possibly misleading as a basis for 
judging fund performance. Most of these commen- 
tators argued that, in order to make the cost of 
portfolio securities meaningful disclosure, more in- 
formation would be needed, and that to require 
such additional disclosure would be cumbersome 
and beyond the needs and expectations of current 
or prospective investors. 


lt was further argued that cost information might 
encourage investors to evaluate the fund’s per- 
formance by looking at its individual securities, 
rather than by looking at overall performance in re- 
lation to the fund’s stated investment objectives. 
Three commentators suggested that the per share 
table and the statement of net assets were better 
bases for judging fund performance. In addition, 
two commentators contended that cost disclosure 
could lead to “window-dressing” by portfolio man- 
agers with more of an eye to year-end disclosure 
than to the longer term interests of the fund. For 
example, one commentator suggested that a port- 
folio manager might decide to sell a security, 
which otherwise might have been held, because 
its value at the date of the schedule of investments 
was significantly lower than its cost. 


Two commentators stated that cost information is 
generally superfluous for investors in income- 
oriented funds, and in particular for money market 
funds, where there is little cost fluctuation. They 
further stated that the disclosure about such funds’ 
investment policies made cost information irrele- 
vant. 


Five commentators expressed the view that if the 
requirement for cost information in the schedule of 
investments in the prospectus was retained, most 
investment companies would choose to print dif- 
ferent financiai statements for the prospectus and 
annual report, rather than to make such state- 
ments interchangeable by including cost disclo- 
sure in the annual report, where it is not required. 
One commentator stated that the schedule of in- 
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vestments is normally the largest single financial 
statement, and that retention of different require- 
ments would prevent investment companies from 
realizing any cost savings in the printing of uniform 
financial statements. 


Two commentators noted that GAAP presently re- 
quired disclosure of cost information in sharehold- 
er reports by total cost per investment category 
(i.e. common stocks, preferred stocks, bonds, 
etc.). These commentators saw no reason for pro- 
spective investors to receive more detailed cost in- 
formation. 


Two commentators supported retention of cost 
disclosure. One argued that it was useful to users 
of financial statements in understanding the effec- 
tiveness of the investment adviser. In addition, this 
commentator argued that the GAAP requirement 
for disclosure of cost by category of investment 
was only a minimum requirement. Another com- 
mentator stated that disclosure of cost could indi- 
cate whether the investment skill of an adviser is 
specific or of broad applicability, the latter being 
indicated where the aggregate unrealized loss or 
gain in a portfolio is disproportionately associated 
with a limited number of positions. This commen- 
tator added that disclosure of the cost of individual 
investments is useful to some investors, such as 
taxable foundations, who need to identify unreal- 
ized appreciation or depreciation for tax and other 
purposes. Recognizing that most investors had no 
interest in cost information, however, the commen- 
tator recommended that cost disclosure be made 
available through Form N-1R under the 1940 Act 
[17 CFR 274.101] rather than in the prospectus. 


The Commission has re-evaluated the need for 
cost disclosure in light of the comments and has 
decided to delete the requirement. It appears that 
cost information is of only marginal value to inves- 
tors in judging an investment company’s perform- 
ance. Furthermore, it appears from the comments 
that the costs associated with retention of the re- 
quirement would be substantial. Several commen- 
tators stated that most investment companies 
would choose to print different financial state- 
ments for the prospectus and annual report if cost 
disclosure is retained in the prospectus. This argu- 
ment is given added credibility by the fact that 
many registrants now go to the trouble and ex- 
pense of printing two separate schedules of in- 
vestments, one with the cost column and one with- 
out, rather than using the same schedule for both 
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documents. Accordingly, the Commission has 
added a new Instruction C to the financial state- 
ment items (Item 18 of Part | of Form N-1, Item 20 
of Part | of Form N-2) to make clear that the cost 
columns may be omitted entirely from the registra- 
tion statement.4 The Commission assumes, how- 
ever, that investment companies will voluntarily 
make information about the cost of their portfolio 
securities available upon request to those mem- 
bers of the public who might desire it. 


Condensed Financial Informaticn (Per Share Ta- 
ble). A second instance in which the Commission 
proposed to retain differences between the finan- 
cial statement requirements applicable to prospec- 
tuses and those applicable to shareholder repcrts 
concerns condensed financial information. The per 
share table in the annual report must cover the 
five most recent fiscal years, with at least the let- 
est year audited; the per share table in the pro- 
spectus (of open-end companies) must include tne 
ten most recent fiscal years, with at least the five 
latest years audited. Two commentators submitted 
comments regarding this exception, expressing 
opposite views. One commentator urged expan- 
sion of the per share table in the annual report to a 
ten year period and argued that, while a five year 
period would assertedly portray one cycle of up- 
down fluctuations in the market, disclosure as to 
two cycles would give the investor a much better 
basis for judging performance. This commentator 
concluded that adopting a ten year period for con- 
densed financial information in both prospectuses 
and shareholder reports, and at the same time 
eliminating cost information, would result in a net 
gain of useful information to investors and a net 
decrease in the amount of effort necessary to pre- 
pare such information. 


The second commentator, however, proposed 
reducing the per share table in the prospectus to 
five years offering three arguments: (1) a five year 
period has been accepted as a reasonable period 
of time to show significant trends for companies 
reporting under the Securities Exchange Act of 





4Although rule 6—02(f) of Regulation S-X [17 CFR 
210.6-02(f)] permits closed-end investment 
companies to reflect assets at cost, such com- 
panies comply with generally accepted accounting 
principles which require all investment companies 
to reflect assets at value. 
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1934 [15 U.S.C. 78a et seq.] (“1934 Act”); (2) 
doing so would result in uniformity with the re- 
quirement in the annual report; and (3) doing so 
would further integrate Form N-1 with shareholder 
reports. 


The Commission has decided not to change the 
requirements for the per share table at this time. 
There does not appear to be a compelling reason 
to increase the requirement for condensed finan- 
cial information for a company that chooses to 
send a separate annual report. On the other hand, 
the Commission is not persuaded at this time that 
it should reduce the long-standing requirement 
that condensed financial information be presented 
in the prospectus for a period of ten years, with the 
latest five years audited.5 This information may be 
material to a significant number of prospective in- 
vestors and retaining different requirements for 
the presentation of condensed financial informa- 
tion will not inierfere with the overall objective of 
reconciling the basic financial statements in the 
prospectus and the annual report. 


Age of Financial Statements. One commentator 
suggested amending requirements in Regulation 
S-X that pertain to the age of financial statements 
used in registration statements, because compli- 
ance with those requirements would make it nec- 
essary for investment companies to update their 
financial statements more frequently than is re- 
quired by the provisions of the 1940 Act relating to 
periodic reporting. Regulation S-X now provides 
that the most current financial statements in a 
1933 Act registration statement filed by a regis- 
tered investment company may not be older than 
134 days at the expected effective date of the reg- 
istration statement, an aging requirement that de- 
rives from quarterly reporting under the 1934 Act 
on Form 10-Q [17 CFR 249.308a]. Investment 
companies, however, file financial statements only 
semiannually and are not subject to the Form 
10-Q requirement. As a result, imposing the 
134-day rule on investment companies means that 
for certain registration statements filed during the 





5The ten-year requirement was part of the previ- 
ous 1933 Act registration statement forms for in- 
vestment companies and was adopted as part of 
Forms N-1 and N-2 in 1978 (Investment Compa- 
ny Act Release No. 10378, August 28, 1978) [43 
FR 39548, Sept. 5, 1978]. 
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company’s fiscal year (such as for mergers), the 
investment company has to prepare additional fi- 
nancial statements which are not otherwise re- 
quired. The commentator’s suggested amend- 
ment to Regulation S-X would require 
management investment companies to update 
their financial statements only when more current 
financial statements were available pursuant to 
the rules under section 30(d) of the Investment 
Company Act. This would remove the necessity 
for odd period “stub” financial statements (other- 
wise not publicly available or required) in merger 
documents sent to shareholders. As a result, 
updated financial statements would be required 
only for registration statements becoming effective 
sixty days or more after the end of the fiscal annu- 
al or semi-annual period. 


The Commission believes that this suggestion has 
merit, and accordingly is modifying proposed rule 
3-18 of Regulation S-X to tailor the requirement 
regarding the age of financial statements to the 
semiannual reporting requirements of investment 
companies. This requirement is contained in new 
paragraphs (b) and (c) of rule 3-18. Rather than 
complying with the 134-day rule, investment 
companies will be required to include more current 
unaudited financial information, in addition to the 
most current audited financial statements, where a 
post-effective amendment is expected to become 
effective with financial statements dated more 
than 244 days prior to the anticipated effective 
date. This change will result in prospective share- 
holders receiving the same financial information 
that is available to current shareholders receiving 
the semiannual report. 


Disclosure of Management Remuneration. One 
commentator suggested that Instruction D(3) of 
the financial statement items, regarding disclosure 
of aggregate management remuneration, should 
make clear that a registrant which does not report 
“aggregate remuneration paid” in accordance with 
rule 6-04(b)(2) of Regulation S-X [17 CFR 
210.6—-04 (b)(2)] would have to report this informa- 
tion separately in the shareholder report pursuant 
to section 30(d)(5) of the 1940 Act. 


The Commission has decided not to make the 
change requested by this commentator. The Com- 
mission believes that the requirement of the in- 
structions as proposed is clear, in that it explicitly 
states that a registrant must provide disclosure of 
aggregate management remuneration to satisfy 
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section 30(d)(5) of the 1940 Act separately in a 
shareholder report if that disclosure is not “shown 
elsewhere . . . as part of the financial statements” 
required to appear in a report to shareholder by 
new Instructions E and F (Instructions D and E of 
the amendments as proposed) of the financial 
statement items. 


Other Accounting Changes. |n connection with the 
adoption of new rule 3-18 of Regulation S-X, the 
Commission is adopting technical amendments to 
three other rules in Regulation S-X: rule 3-01 [17 
CFR 210.3-01] on consolidated baiance sheets, 
rule 3-02 [17 CFR 210.3-02] on consolidated 
statements of income and changes in financial po- 
sition, and rule 3-12 [17 CFR 210.3-12] on age of 
financial statements at effective date of registra- 
tion statement or at mailing date of proxy state- 
ment. The three amendments refer registered 
management investment companies to the special 
instructions in new rule 3-18. As a result, the lan- 
guage in proposed rule 3-18 and in instructions E 
and F of the financial statement items of the forms 
which excepted registered management invest- 
ment companies from the provisions of rules 3-01, 
3-02 and 3-12 has been deleted from the rule as 
adopted. In addition, rule 3-18 as adopted has 
been restructured to include the requirements as 
to financial statements in paragraph (a) of the rule, 
special instructions as to age of financial state- 
ments in paragraphs (b) and (c), and special in- 
structions as to interim financial statements in par- 
agraph (d). These changes were made to conform 
rule 3-18 to other rules in Regulation S-X. These 
amendments are technical in nature and do not 
change the substance of rule 3-18. Accordingly 
they may be adopted without republication. Two of 
these changed should be noted: 


—The title of rule 3-18 has been changed to 
make clear that only registered management in- 
vestment companies (and companies required to 
be so registered) are required to comply with the 
rule, and that it does not apply to investment 
companies that are not registered under the 1940 
Act (e.g., business development companies);® and 





6 The Commission’s Division of Investment Man- 
agement has addressed certain accounting ques- 
tions for business development companies in an- 
other context. See Investment Company Act 
Release No. 11703, March 26, 1981 [46 FR 
19459, March 31, 1981]. 
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—As a matter of information for registrants, a ref- 
erence to rule 3-06 of Regulation S-X has been 
added to paragraph (d) of rule 3-18 regarding a 
statement required by rule 3-06 to appear when 
unaudited interim financial statements are pre- 
sented in a registration statement. 


Transmission of Financial Information 


Coordination of Rule 30d-1 and Rule 465(a). Re- 
lease No. 11490 set forth a procedure to be used 
by a company that wanted to send its prospectus 
to current shareholders in place of an annual re- 
port, as permitted by proposed rule 30d-1(c), in 
the same year that it had to file its annual updating 
post-effective amendment pursuant to rule 465(a) 
under the Securities Act of 1933 because of a ma- 
terial change in its operations or other material 
event. In order to be able to use its prospectus in 
lieu of an annual report, the company would have 
to file a post-effective amendment under rule 
465(a), updating the narrative portion of the pro- 


spectus, at least by the end of its fiscal year. After 


the effective date of such post-effective amend- 
ment, but within sixty days after the end of its fis- 
cal year, the company would have to file another 
post-effective amendment updating its financial 
statements.’ 





7 Release No. 11490 provided the following ex- 
ample of this procedure: 


A company with a December 31st fiscal 
year end, which had experienced a ma- 
terial event since its last post-effective 
amendment became effective, would file 
a post-effective amendment on Decem- 
ber 20, 1980. This amendment would 
contain new narrative disclosure, but 
the financial statements would be as of 
December 31, 1979. The amendment 
would become effective sutomatically 
on February 18, 1981. The second post- 
effective amendment, which contained 
financial statements as of Decem- 
ber 31, 1980, would have to be filed af- 
ter February 18, but on or before 
March 1, 1981, and designate an effec- 
tive date enabling the registrant to 
transmit it as a shareholder report on or 
before March 1, 1981, the end of the 
sixty days after the end of the fiscal 
year specified by proposed rule 
30d-1(c). 
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Four commentators were of the opinion that the 
two-part filing procedure was too cumbersome and 
involved difficult time constraints. One commenta- 
tor pointed out that, if the registrant had to wait for 
the first amendment to become effective under 
rule 465(a) before filing the financial update under 
rule 465(b), there would be a one- or two-day peri- 
od when the fund either would have to print and 
distribute the prospectus with an updaied narrative 
but old financials, or else discontinue sales alto- 
gether. Thus, the registrant would have three sep- 
arate prospectuses within a short period of time: 
the old one, the one with an updated narrative 
portion but old financial statements, and the fully 
updated one. 


The commentators suggested several solutions to 
the problem: extension of the time period for 
sending reports to shareholders under proposed 
rule 30d-1 from sixty days to seventy-five or ninety 
days; amendment of rule 465 to shorten the time 
period for automatic effectiveness of post-effective 
amendments under paragraph (a) from sixty to 
forty-five days; or amendment of rule 465(d) to 
provide that the filing of a subsequent amendment 
to update financials would not automatically sus- 
pend the sixty-day waiting period initiated by the 
filing of the narrative-only amendment under rule 
465(a), so that the first amendment would become 
effective sixty days after it was filed or the two 
amendments would become effective simultane- 
ously. 


The Commission agrees with the commentators 
that a registrant that has to update its prospectus 
by means of a rule 465(a) filing should not be 
hindered in using its prospectus in place of its an- 
nual report. Accordingly, in a separate release, the 
Commission is proposing amendments to rule 465 
to facilitate the updating procedure for such regis- 
trants.? Paragraph (d) of that rule would be 
amended to provide that the filing of a subsequent 
amendment to update the financial statements 
would not suspend the sixty-day waiting period 
started by the filing of an amendment containing 
an updated narrative under rule 465(a), provided 
that the subsequent amendment was filed under 
paragraph (b) and that it designated as its effec- 
tive date the same day as the effective date of the 





8 Securities Act Release No. 6327 published un- 
der Proposed Rules in this issue. Readers are 
referred to that release for a fuller explanation of 
the proposed amendment. 
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paragraph (a) filing. Rule 465(b) would also be 
amended to make the amendment containing the 
updated financial statements eligible for filing un- 
der that provision. 


Incorporation by Reference. One commentator 
objected to the undertaking required when an in- 
vestment company incorporates financial state- 
ments into its prospectus by reference from its an- 
nual report to shareholders. Proposed Item 10(c) 
of Part Il of Form N-1 would require an investment 
company to undertake “to deliver or cause to be 
delivered” the incorporated annual report with the 
prospectus, unless the recipient is a shareholder 
who has already received the report. The com- 
mentator expressed concern that this requirement 
might be construed to make an investment compa- 
ny that offers its shares through dealers liable for 
the failure of the dealer to give the purchaser the 
required report. It suggested that the undertaking 
state that the investment company’s duty is only to 
use its “best efforts” to cause the report to be de- 
livered. 


Upon reconsideration, the Commission has decid- 
ed to delete the proposed undertaking from Form 
N-1 and to replace it with a new condition in Gen- 
eral Instruction E of Form N-1 on incorporation by 
reference.? The new condition states that a regis- 
trant may incorporate financial statements by ref- 
erence from a shareholder report into the prospec- 
tus if the material incorporated by reference is 
provided along with the prospectus. The Commis- 
sion believes that, if an issuer is incorporating fi- 
nancial statements from an annual report into the 
prospectus, its duty to deliver the incorporated an- 
nual report is the same as its duty to deliver the 
prospectus itself. Accordingly, in that situation de- 
livery of a prospectus wouid not take place unless 
the annual report was also delivered. Neverthe- 
less, the Commission is deleting the undertaking 
so that it will not be construed as establishing a 
different legal standard or potential liability, and to 
make clear that the issuer’s duty with respect to 
prospectus delivery will not be changed in any way 
by the option of incorporation by reference. Be- 
cause the requirement of delivery along with the 
prospectus of any material incorporated by refer- 
ence was part of the proposed changes to Form 


? General Instruction E of Form N-1 is also 
amended by deleting the reference to the under- 
taking. 
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N-1, it may be adopted as part of General Instruc- 
tion E of Form N-1 without republication. 


Other Comments 


Some commentators addressed issues that were 
not raised by the proposals in Release No. 11490. 
The Commission is not now addressing the merits 
of the changes requested by these comments, but 
will reserve them for future consideration. 


TEXT OF AMENDMENTS AND RULES 


Chapter II of Title 17 of the Code of Federal Regu- 
lations is hereby amended as follows: 


PART 210—FORM AND CONTENT OF AND RE- 
QUIREMENTS FOR FINANCIAL STATE- 
MENTS, SECURITIES ACT OF 1933, SECURI- 
TIES EXCHANGE ACT OF 1934, PUBLIC 
UTILITY HOLDING COMPANY ACT OF 1935, 
INVESTMENT COMPANY ACT OF 1940, AND 
ENERGY POLICY AND CONSERVATION ACT 
OF 1975 


1. By amending paragraph (a)(4) of §210.1-01 to 
read as follows: 


§210.1-01 Application of regulation S-X (17 CFR 
Part 210). 


(a) * 


(4) Registration statements and shareholder re- 
ports under the investment Company Act of 1940 
(Part 274 of this chapter), except as otherwise 
specifically provided in the forms which are to be 
used for registration under this Act. 


2. By adding new paragraph (g) to §210.3-01. 
§210.3-01 Consolidated balance sheets. 


* * * * 


(g) For filings by registered management invest- 
ment companies, the requirements of §210.3-18 
shall apply in lieu of the requirements of this sec- 
tion. 
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3. By adding new paragraph (c) to §210.3-02. 


2 §210.3-02 Consolidated statements of income 


and changes in financial position. 


(c) For filings by registered management invest- 
ment companies, the requirements of §210.3-18 
shall apply in lieu of the requirements of this sec- 
tion. 


4. By adding new paragraph (d) to §210.3-12. 


§210.3-12 Age of financial statements at effective 
date of registration statement or at mailing date of 
proxy statement. 


(d) For filings by registered management invest- 
ment companies, the requirements of §210.3-18 
shall apply in lieu of the requirements of this sec- 
tion. 


5. By adding a new §210.3-18 to read as follows: 


§210.3-18 Special provisions as to registered 
management investment companies and com- 
panies required to be registered as management 
investment companies. 


(a) For filings by registered management invest- 
ment companies, the following financial state- 
ments shall be fied: 


(1) An audited balance sheet or statement of as- 
sets and liabilities as of the end of the most recent 
fiscal year; 


(2) An audited statement of operations for the 
most recent fiscal year (including statements of in- 
come and expense, realized gain or loss on in- 
vestments, and unrealized appreciation or depre- 
ciation of investments which conform to the 
requirements of §§210.6-04, 6-05 and 6-06, re- 
spectively); and 


(3) Audited statements of changes in net assets 
conforming to the requirements of §210.6—08 for 
the two most recent fiscal years. 
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(b) If the filing is made within 60 days after the 
end of the registrant's fiscal year and audited fi- 
nancial statements for the most recent fiscal year 
are not available, the balance sheet or statement 
of assets and liabilities may be as of the end of the 
preceding fiscal year and the filing shall include an 
additional balance sheet or statement of assets 
and liabilities as of an interim date within 245 days 
of the date of filing. In addition, the statements of 
operations and:changes in net assets shall be pro- 
vided for the one and two preceding fiscal years, 
respectively, and for the interim period between 
the end of the preceding fiscal year and the date 
of most recent interim balance sheet or statement 
of assets and liabilities being filed. Financial state- 
ments for the corresponding interim period of the 
preceding fiscal year need not be provided. 


(c) If the most current balance sheet or statement 
of assets and liabilities in a filing is as of a date 
245 clays or more prior to the date the filing is ex- 
pected to become effective, the financial state- 
ments shall be updated with a balance sheet or 
statement of assets and liabilities as of an interim 
date within 245 days. In addition, the statements 
of operations and changes in net assets shall be 
provided for the interim period between the end of 
the most recent fiscal year for which a balance 
sheet or statement of assets and liabilities is pre- 
sented and the date of the most recent interim bal- 
ance sheet or statement of assets and liabilities 
filed. 


(d) Interim financial statements provided in ac- 
cordance with these requirements may be un- 
audited but shall be presented in the same detail 
as required by §§210.6-01 to 6-10. When 
unaudited financial statements are presented in a 
registration statement, they shall include the state- 
ment required by §210.3-06(d). 


PART 239—FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


PART 274—FORMS PRESCRIBED UNDER THE 
INVESTMENT COMPANY ACT OF 1940 


1. By amending General Instruction E of Form 
N-1 to add the following paragraph to the existing 
text of the Instruction. 


2. By amending Item 18 of Part | of Form N-1 to 
read as follows: 
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§239.15 Form N-1 for open-end management in- 
vestment companies registered on Form N-8A 


§274.11 Form N-1, registration statement of open- 
end management investment companies. 


* * * * 


[GENERAL INSTRUCTIONS 


* * * 


E. Incorporation by Reference 


* * * 


Subject to the above rules, a registrant may incor- 
porate by reference, in response to Item 3(a), 
“Condensed Financial Information,” Item 18, ‘“Fi- 
nancial Statements,” or to both Items, the informa- 
tion contained in any report to shareholders meet- 
ing the requirements of section 30(d) of the 1940 
Act and rule 30d-1 thereunder, provided the fol- 
lowing additional conditions are satisfied: 


1. The material that is incorporated by 
reference is prepared in accordance 
with, and covers the periods specified 
by, this Form; 


. The registrant includes a statement at 
each place in the prospectus where 
the information required bv !tem 3(a), 
Item 18, or both, would otherwise ap- 
pear, that the information is incorpo- 
rated by reference from a report to 
shareholders. The registrant, at its 
option, may also specifically de- 
scribe, in either the prospectus or 
both the prospectus and Part Il of the 
Registration Statement (in response 
to Item 1(a)), those portions of the re- 
port to shareholders that are not in- 
corporated by reference and are not 
a part of the Registration Statement]; 
and 


. The material incorporated by refer- 
ence is provided along with the pro- 
spectus to each person to whom the 
prospectus is sent or given, unless 
the person to whom such prospectus 
is provided currently holds securities 
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of the registrant and otherwise has 
received a copy of the material incor- 
porated by reference, in which case 
the registrant shall state in the pro- 
spectus that it will furnish, without 
charge, a copy of such report on re- 
quest, and the name, address and 
telephone number of the person to 
whom such a request should be di- 
rected. | 


* 


{Item 18. Financial Statements 
Instructions: 


A. A Registration Statement on Part | of this Form 
shall contain, in a separate section following the 
responses to the foregoing Items, the financial 
statements and schedules required by Regulation 
S-X [17 CFR 210]. The specimen price-make-up 
sheet required by Item 16.a. of this Form may be 
furnished as a continuation of the balance sheet or 
statement of assets and liabilities specified by 
Regulation S-X [17 CFR 210.6-01]. 


B. Notwithstanding the requirements of Instruc- 
tion A above, the following statements and sched- 
ules required by Regulation S-X may be omitted 
from the prospectus part of the Registration State- 
ment and included in Part Il of such Registration 
Statement: 


(1) the statements of any subsidiary 
which is not a majority-owned sub- 
sidiary; and 


(2) all schedules in support of the most 
recent balance sheet or statement of 
assets and liabilities, except the fol- 
lowing: (a) Schedule | [17 CFR 
210.12-12]; (b) columns A, E, and G 
of Schedule Il [17 CFR 210.12-13]; 
and (c) columns A, B, and D of 
Schedule Ill [17 CFR 210.12-14], 
omitting the information called for by 
paragraph (b) of footnote 1 to col- 
umn A. 


C. Notwithstanding the requirements of Instruc- 
tion A above, the following information may be 
omitted from any Registration Statement: 
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(1) Column C of Schedule | [17 CFR 
210.12-12]; 


(2) Column F of Schedule Il [17 CFR 
210.12-13]; and 


(3) Column C of Schedule Ill [17 CFR 
210.12-14]. 


D. In addition to the requirements of rule 3-18 of 
Regulation S-X [17 CFR 210.3-18], any company 
registered under the 1940 Act which has not previ- 
ously had an effective Registration Statement un- 
der the 1933 Act shall include in its initial Registra- 
tion Statement under the 1933 Act such additional 
financial statements and condensed financial in- 
formation (which need not be audited) as is neces- 
sary to make the financial statements and con- 
densed financial information included in the 
registration statement as of a date within 90 days 
prior to the date of filing. 


E. Every annual report to shareholders required 
pursuant to section 30(d) of the 1940 Act and rule 
30d-1 thereunder [17 CFR 270.30d-1] shall con- 
tain the following information: 


(1) the audited financial statements re- 
quired by Regulation S-X, as modi- 
fied by Instructions B and C above, 
for the periods specified by Regula- 
tion S-X; 


(2) the condensed financial information 
required by Item 3(a) of this Form, 
for the five most recent fiscal years, 
with at least the most recent year 
audited; and 


(3) unless shown elsewhere in the re- 
port as part of the financial state- 
ments required by (1) above, the ag- 
gregate remuneration paid by the 
company during the period covered 
by the report (a) to all directors and 
to all members of any advisory 
board for regular compensation; (b) 
to each director and to each member 
of an advisory board for special 
compensation; (c) to all officers; and 
(d) to each person of whom any offi- 
cer or director of the company is an 
affiliated person. 
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F. Every report to shareholders required by sec- 
tion 30(d) of the 1940 Act and rule 30d-1 thereun- 
der [17 CFR 270.30d-1], except the annual report, 
shall contain the following information (which need 
not be audited): 


(1) the financial statements required by 
Regulation S-X, as modified by In- 
structions B and C above, for the pe- 
riod commencing either with (a) the 
beginning of the company’s fiscal 
year (or date of organization, if new- 
ly organized) or (b) a date not later 
than the date after the close of the 
period included in the last report 
conforming with the requirements of 
rule 30d-1, and the most recent pre- 
ceding fiscal year; 


(2) the condensed financial information 
required by Item 3(a) of this Form, 
for the period of the report as speci- 
fied by (1) above, and the most re- 
cent preceding fiscal year; and 


(3) unless shown elsewhere in the re- 
port as part of the financial state- 
ments required by (1) above, the ag- 
gregate remuneration paid by the 
company during the period covered 
by the report (a) to all directors and 
to ail members of any advisory 
board for regular compensation; (b) 
to each director and to each member 
of an advisory board for special 
compensation; (c) to all officers; and 
(d) to each person of whom any offi- 
cer or director of the company is an 
affiliated person. 


G. Reference is made to General Instruction E re- 
garding incorporation by reference. | 


3. By amending Item 20 of Part | of Form N-2 to 
read as follows: §239.14 Form N-2 for closed-end 
management investment companies registered on 
Form N-8A. 


§274.11a-1 Form N-2, registration statement of 
closed-end management investment companies. 


* * * * * 
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Item 20. Financial Statements 


Instructions: 


A. A Registration Statement on Part | of this Form 
shall contain, in a separate section following the 
responses to the foregoing Items, the financial 
statements and schedules required by Regulation 
S-X [17 CFR 210]. 


B. Notwithstanding the requirements of Instruc- 
tion A above, the following statements and sched- 
ules required by Regulation S-X may be omitted 
from the prospectus part of the Registration State- 
ment and included in Part II of such Registration 
Statement: 


(1) the statements of any subsidiary 
which is not a majority-owned sub- 
sidiary; and 


(2) all schedules in support of the most 
recent balance sheet or statement of 
assets and liabilities, except the fol- 
lowing: (a) Schedule | [17 CFR 
210.12—12]; (b) columns A, E, and G 
of Schedule Il [17 CFR 210.12-13]; 
and (c) columns A, B, and D of 
Schedule Ill [17 CFR 210.12-14], 
omitting the information called for by 
paragraph (b) of footnote 1 to col- 
umn A. 


C. Notwithstanding the requirements of Instruc- 
tion A above, the following information may be 
omitted from any Registration Statement: 


(1) Column C of Schedule | [17 CFR 
210.12-12]; 


(2) Column F of Schedule Il [17 CFR 
210.12-13]; and 


(3) Column C of Schedule Ill [17 CFR 
210.12-14]. 


D. In addition to the requirements of rule 3-18 of 
Regulation S-X [17 CFR 210.3-18], and company 
registered under the 1940 Act which has not previ- 
ously had an effective Registration Statement un- 
der the 1933 Act shall include in its initial Registra- 
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tion Statement under the 1933 Act such additional 
financial statements and condensed financial in- 
formation (which need not be audited) as is neces- 
sary to make the financial statements and con- 
densed financial information included in the 
registration statement as of a date within 90 days 
prior to the date of filing. 


E. Every annual report to shareholders required 
pursuant to section 30(d) of the 1940 Act and rule 
30d-1 thereunder [17 CFR 270.30d-1] shall con- 
tain the following information: 


(1) the audited financial statements re- 
quired by Regulation S-X, as modi- 
fied by Instructions B and C above, 
for the periods specified by Regula- 
tion S-X; 


(2) the condensed financial information 
required by Item 3(a) of this Form, 
for the five most recent fiscal years, 
with at least the most recent years 
audited; and 


(3) unless shown elsewhere in the re- 
port as part of the financial state- 
ments required by (1) above, the ag- 
gregate remuneration paid by the 
company during the period covered 
by the report (a) to ali directors and 
to all members of any advisory 
board for regular compensation; (b) 
to each director and to each member 
of an advisory board for special 
compensation; (c) to all officers; and 
(d) to each person of whom aiy offi- 
cer or director of the company is an 
affiliated person. 


F. Every report to shareholders required by sec- 
tion 30(d) of the 1940 Act and rule 30d-1 thereun- 
der [17 CFR 270.30d-1] except the annual report, 
shall contain the following information (which need 
not be audited): 


(1) the financial statements required by 
Regulation S-X, as modified by In- 
structions B and C above, for the pe- 
riod commencing either with (a) the 
beginning of the company’s fiscal 
year (or date of organization, if new- 
ly organized) or (b) a date not later 
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than the date after the close of the 
period included in the last report 
conforming with the requirements of 
rule 30d-1 and the most recent pre- 
ceding fiscal year; 


(2) the condensed financial information 
required by Item 3(a) of this Form, 
for the period of the report, as 
specified by (1) above, and the most 
recent preceding fiscal year; and 


(3) unless shown elsewhere in the re- 
port as part of the financial state- 
ments required by (1) above, the ag- 
gregate remuneration paid by the 
company during the period covered 
by the report (a) to all directors and 
to all members of any advisory 
board for special compensation; (c) 
to all officers; and (d) to each person 
to whom any officer or director of the 
company is an affiliated person. 


PART 270—RULES AND REGULATIONS, IN- 
VESTMENT COMPANY ACT OF 1940 


1. By revising § 270.30d-1 to read as follows: 


§ 270.30d-—11 Reports to stockholders of man- 
agement companies. 


(a) Every registered management company shall 
transmit to each stockholder of record, at least 
semiannually, a report containing the financial 
statements required to be included in such reports 
by the company’s registration statement form un- 
der the 1940 Act (instructions E and F of Item 18 
of Form N-1 or Item 20 of Form N-2) except that 
the initial report of a newly registered company 
shall be made as of a date not later than the close 
of the fiscal year or half-year first occurring on or 
after the date on which the company’s notification 
of registration under the 1940 Act is filed with the 
Commission. 


(b) Each report shall be mailed within 60 days af- 
ter the close of the period for which such report is 
being made. 


(c) As the equivalent of any report required to be 
transmitted to shareholders by this rule, an open- 
end company may transmit a copy of its currently 
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effective prospectus under the Securities Act, pro- 
vided such prospectus includes the following addi- 
tional information: (1) in the case of the prospec- 
tus serving as an annual or semiannua! report, the 
remuneration disclosure required by section 
30(d)(5) of the 1940 Act for the period for which 
the prospectus is serving as a report; (2) in the 
case of the prospectus serving as a semiannual 
report, financial statements and condensed finan- 
cial information for the fiscal half-year period of 
the report. Such prospectus shall be mailed within 
60 days after the close of the period for which the 
report is being made. 


(d) The period of time within which any report pre- 
scribed by this rule shall be mailed may be extend- 
ed by the Commission upon written request show- 
ing good cause therefor. Section 270.0-5 shall not 
apply to such requests. 


STATUTORY AUTHORITY: The Commission 
hereby adopts amendments to Regulation S-X 
and to Form N-1 and Form N-2, and revised rule 
30d-1 pursuant to the authority of sections 7, 8, 
and 19(a) of the Securities Act of 1933 [15 U.S.C. 
77g, 77h, and 77s(a)] and sections 8, 30(d), 31(c), 
and 38(a) of the Investment Company Act of 1940 
[15 U.S.C. 80a-8, 80a-29(d), 80a—-30(c), and 
80a-37(a)]. 


By the Commission 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6327/July 8, 1981 


AUTOMATIC EFFECTIVENESS OF POST-EF- 
FECTIVE AMENDMENTS FILED BY INVEST- 
MENT COMPANIES 


ACTION: Proposed amendments to rule. 
SUMMARY: The Commission is publishing for 
comment proposed amendments to the rule gov- 


erning automatic effectiveness of post-effective 
amendments to registration statements filed by 
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registered open-end management investment 
companies and unit investment trusts, other than 
insurance company separate accounts. The pro- 
posed amendments would provide that, under cer- 
tain conditions, the filing of a post-effective 
amendment containing a prospectus during the 
pendency of a prior post-effective amendment 
relating to the same prospectus would not prevent 
the prior amendment from becoming effective au- 
tomatically. As a result, a registrant that had filed 
a post-effective amendment containing a prospec- 
tus that disclosed a material event could file 
another amendment to update the financial state- 
ments in the prospectus before the first amend- 
ment had become effective, and both amendments 
would become effective on the same day, sixty 
days after the fiiing of the first amendment. The 
Commission is proposing these amendments pri- 
marily to facilitate the process by which an open- 
end investment company updates its prospectus in 
order to use the prospectus as the equivalent of 
an annual report to shareholders. 


DATE: Comments must be received on or before 
August 10, 1981. 


ADDRESSES: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 


Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-890. All com- 
ments received will be available for public inspec- 
tion and copying in the Commission's Public Ref- 
erence Room, 1100 L Street, N.W., Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 
Dianne E. O'Donnell, Special Counsel, (202) 
272-2093, or Susan P. Hart, Attorney, (202) 
272-2098, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol Street. Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Com- 
mission today is publishing for comment proposed 
amendments to paragraphs (b) and (d) of rule 465 
[17 CFR 230.465] under the Securities Act of 1933 
(“1933 Act’) [15 U.S.C. 77a et seq.] The pro- 
posed amendment to rule 465(d) would provide 
that the filing of a post-effective amendment con- 
taining a prospectus during the pendency of a 
prior post-effective amendment relating to the 
same prospectus would not suspend the sixty-day 
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waiting period initiated by the filing of the prior 
amendment, provided that the subsequent amend- 
ment was filed pursuant to paragraph (b) of rule 
465 and that it designated as its effective date the 
same day as the anticipated effective date of the 
prior filing. Paragraph (b) of rule 465 would be 
amended to make the subsequent amendment eli- 
gible for filing under that provision. The proposed 
amendments to rule 465 would permit an invest- 
ment company to file a post-effective amendment 
under paragraph (a) which contains an undated 
narrative portion of its prospectus but no updated 
financial statements, and then, before such 
amendment has become effective, to file a subse- 
quent post-effective amendment pursuant to 
paragrpah (b) containing updated financial state- 
ments in addition to the updated narrative. The 
two amendments would become effective simulta- 
neously, the same day as the anticipated effective 
date of the amendment filed under paragraph (a). 
These proposed changes would facilitate the proc- 
ess by which an investment company brings its 
prospectus up to date when it has experienced a 
material event requiring disclosure under para- 
graph (a) but does not have complete or updated 
financial statements sixty days prior to the desired 
date of effectiveness. 


Although the proposed amendments would not be 
provided exclusively for the use of such com- 
panies, they would make it easier for an open-end 
management investment company that wished to 
use its prospectus in lieu of the annual report to 
shareholders pursuant to revised rule 30d-1 [17 
CFR 270.30d-1] under section 30(d) of the Invest- 
ment Company Act of 1940 (1940 Act’’) [15 
U.S.C. 80a-29(d)], to bring the prospectus up to 
date within sixty days after the end of the fiscal 
year." 


DISCUSSION 


On August 25, 1980, the Commission adopted rule 
465 under the 1933 Act to permit most post- 
effective amendments to registration statements 
filed by open-end management investment com- 
panies and unit investment trusts, other than in- 





’Revised rule 30d-1 is being adopted on this date 
by the Commission in Investment Company Act 
Release No. 11850 published under Rules and 
Regulations in this issue. 
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surance company separate accounts, to become 
effective automatically, without affirmative action 
on the part of the Commission or its staff.2 Under 
paragraph (b) of rule 465, certain routine filings 
become effective automatically without prior staff 
review. A post-effective amendment may be fiied 
pursuant to paragraph (b) of the rule for any one 
or more of the three purposes listed in paragraph 
(b)(1): increasing the number or amount of securi- 
ties offered pursuant to section 24(e)(1) of the 
1940 Act [15 U.S.C. 80a—24(e)(1)]; registering an 
indefinite number or amount of securities pursuant 
to section 24(f) of the 1940 Act [15 U.S.C. 
80a-24(f) and rule 24f-2 thereunder [17 CFR 
270.24f-2]; or bringing the financial statements 
and other information up to date pursuant to sec- 
tion 10(a)(3) of the 1933 Act [15 U.S.C. 77j(a)(3)], 
and, in conjunction therewith, making such non- 
material changes as the registrant deems appro- 
priate. A post-effective amendment containing dis- 
closure about any of the six events listed in 
paragraph (b)(2) of the rule, or about any other 
material event requiring disclosure in the prospec- 
tus, must be filed pursuant to rule 465(a). These 
amendments are reviewed by the staff in advance 
of effectiveness and may be the subject of staff 
comments. In most cases such filings become ef- 
fective on the sixtieth day after filing. 


Paragraph (d) of rule 465 now provides that a 
post-effective amendment containing a prospectus 
shall not become effective under paragraph (a) (on 
the sixtieth day after it is filed) if a subsequent 
post-effective amendment relating to the same 
prospectus is filed before such amendment be- 
comes effective. In effect, the filing of a subse- 
quent amendment relating to the same prospectus 
supersedes the prior amendment. As a result, un- 
less the staff advances the effective date of the 
subsequent amendment, no post-effective amend- 
ment relating to the registrant's prospectus can 
become effective automatically pursuant to rule 
465 until sixty days after the filing of the subse- 
quent amendment. This result obtains because 
any post-effective amendment relating to a pro- 
spectus filed during the pendency of a post- 
effective amendment filed pursuant to paragraph 
(a) of rule 465 would itself have to be filed pursu- 
ant to paragraph (a). Although rule 465(b)(1)(iii) 





2Securities Act Release No. 6229 [45 FR 57702, 
Aug. 29, 1980]. 
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permits annual updating post-effective amend- 
ments? to become effective upon (or shortly after) 
filing, a registrant that has a rule 465(a) filing 
pending would not be able to rely on rule 465(b) 
for a subsequent amendment relating to its pro- 
spectus, because it would not be able to make the 
representations required by paragraphs (b)(2) and 
(b)(3).4 Those provisions require the registrant to 
represent that it has not experienced a material 
event, either one listed in the rule itself or one 
“requiring disclosure in the prospectus,” since the 
effective date of its 1933 Act registration state- 
ment or most recent post-effective amendment 
thereto. 


As a result of the operation of the rule, a registrant 
that must file pursuant to rule 465(a) but that does 
not have all the information necessary to bring its 
prospectus up to date as of sixty days before its 
desired effective date must either file a post- 
effective amendment under rule 465(a) sixty days 
before its desired effective date, supplying missing 
information in a subsequent post-effective amend- 
ment also filed under rule 465(a), or delay filing 
until all the information is available and then file a 
post-effective amendment under rule 465(a). In ei- 
ther event, to become effective on the desired 
date the registrant must request the staff to ad- 
vance the effective date of the amendment. This 
result is undesirable for registrants in view of the 
Commission’s statement, in the release proposing 
rule 465, that “the fact that a registrant’s prospec- 
tus is, or is about to become, stale would not be 
considered sufficient reason for the Commission 
or staff to exercise its power to set an effective 
date earlier than sixty days after filing.”’> 





3That is, amendments filed to bring the financial 
statements and other information in the prospec- 
tus up to date pursuant to section 10(a)(3) of the 
1933 Act. 


4On the other hand, an amendment made only un- 
der paragraphs (b)(1)(i) or (b)(1)(ii) of the rule—to 
register additional shares or an indefinite number 
of shares—can be filed and become effective au- 
tomatically while a paragraph (a) filing is pending, 
because it does not contain a prospectus. See 
General Instruction F.3. of Form N-1 [17 CFR 
239.15, 274.11]. 


5Securities Act Release No. 6205 (April 3, 1980), 
[45 FR 24500, April 10, 1980]. 
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The problems raised by this procedure were em- 
phasized by the Commission’s revision of rule 
30d-1 under the 1940 Act to permit open-end 
management investment companies, inter alia, to 
use prospectuses in lieu of reports to sharehold- 
ers. To take advantage of this option, a registrant 
must have its updated prospectus become effec- 
tive and be transmitted to its shareholders within 
sixty days after the end of its fiscal year, in order 
to transmit its report to shareholders on time.® A 
registrant that had to file under rule 465(a), how- 
ever, would not have an effective prospectus until 
sixty days after filing. Accordingly, it would have to 
file its post-effective amendment no later than the 
end of the fiscal year. In order to update the 
propsectus, however, the post-effective amend- 
ment would need to contain current financial state- 
ments, which would generally not be ready until at 
least thirty days after the end of the fiscal year. 
Therefore, a registrant that wished to send a pro- 
spectus in place of an annual report would have to 
file, before the end of the company’s fiscal year, 
an amendment under rule 465(a) containing an 
updated narrative portion of the prospectus but not 
undated financial statements. After the paragraph 
(a) amendment became effective, but within sixty 
days after the end of the fiscai year, the company 
would then make a separate filing under rule 
465(b) containing the newly effective narrative 
plus updated financial statements, to become ef- 
fective at such time as it could be used in lieu of 
the annual report. As a result, the company would, 
within a short period of time, have three separate 
prospectuses: the old one, the one with an 
updated narrative, and the fully updated one. 


The Commission agrees with the commentators 
on proposed revised rule 30d-1 that this proce- 
dure is unduly cumbersome for a registrant that 
must file its annual updating amendment under 
rule 465(a). Contemporaneously with the adoption 
of revised rule 30d-1, therefore, the Commission 
is proposing amendments to rule 465(d) to provide 





&The Commission has extended the time period 
for mailing shareholder reports from forty-five to 
sixty days in order to provide more time for open- 
end companies to take advantage of this provi- 
sion. The Commission determined that sixty days 
was the maximum period of time it could permit, in 
view of the requirement of section 30(d) of the 
1940 Act that information in a shareholder report 
be “as of a reasonably current date.” 
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that, under certain circumstances, the filing of a 
post-effective amendment containing a prospectus 
during the pendency of a prior post-effective 
amendment relating to the same prospectus would 
not suspend the sixty-day waiting period initiated 
by the filing of the prior amendment. The subse- 
quent amendment would have to be filed pursuant 
to paragraph (b) of the rule, and would have to 
designate as its effective date the same day as the 
effective date of the prior amendment. The Com- 
mission is also proposing amendments to rule 
465(b) to permit the subsequent amendment to be 
filed under that paragraph, despite the pendency 
of a filing under paragraph (a). 


As applied to a registrant that wanted to use its 
prospectus in place of an annual report to share- 
holders, the proposed amendments to rule 465 
would permit the registrant to file the updated nar- 
rative portion of its prospectus under paragraph 
(a) shortly before the end of its fiscal year. During 
the sixty-day waiting period, the registrant would 
file another amendment under paragraph (b) con- 
taining the updated financial statement (and such 
other non-material changes as the registrant 
deemed appropriate) and designating as its effec- 
tive date the same day as the effective date of the 
prior filing. As a result, the registrant would have a 
fully updated prospectus become effective within 
sixty days after the close of the fiscal year, in time 
for the prospectus to be used in place of the annu- 
al report. 


As was stated in the release adopting rule 465,’ 
registrants can know at any time the date upon 
which their current prospectuses will become 
stale. Similarly, they can determine the date by 
which they must send their prospectuses to share- 
holders in lieu of an annual report under revised 
rule 30d-1. As a result, the Commission believes 
that, under the amendment being proposed here- 
in, registrants that must file their new prospec- 
tuses under rule 465(a) will nonetheless be able to 
take advantage of the new integrated disclosure 
procedures described in Investment Company Act 
Release No. 11850, without the undue burden that 
might result absent the amendment. 





7See note 2 supra. 
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TEXT OF PROPOSED AMENDMENTS TO RULE 
465 


It is proposed to amend Chapter II of Title 17 of 
the Code of Federal Regulations as follows: 


PART 230—GENERAL RULES AND REGULA- 
TIONS, SECURITIES ACT OF 1933 


1. By revising paragraphs (b), (b)(2) and (3), and 
(d) of § 230.465 to read as follows: 


§ 230.465 Effective date of post-effective 
amendments filed by certain registered investment 
companies. 


* 


(b) Except as otherwise provided in this section, a 
post-effective amendment to a registration state- 
ment filed by a registered open-end management 
investment company or unit investment trust, other 
than a registered separate account as defined in 
section 2(a)(37) of the Investment Company Act of 
1940 [15 U.S.C. 80a-2(a) |], shall become effec- 
tive on the date upon which it is filed with the 
Commission, or such later date designated by the 
registrant on the facing sheet of the amendment, 
which date shall be not later than twenty days after 
the date on which the amendment is filed, provid- 
ed that the following conditions are met: 


* * * im 


(2) Any prospectus filed as a part of such amend- 
ment does not include disclosure relating to any of 
the following events to the extent that such events 
have occurred since the effective date of the regis- 
trant’s registration statement or the effective date 
of its most recent post-effective amendment there- 
to which included a prospectus, whichever is later, 
unless such events are disclosed in a post- 
effective amendment filed pursuant to paragraph 
(a) of this section which has not yet become effec- 
tive: 


(3) The registrant represents that no material 
event inquiring disclosure in the prospectus, other 
than one listed in paragraph (b)(1) of this section, 
has occurred since the latest of the following three 
dates: (i) the effective date of the registrant's reg- 
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istration statement; (ii) the effective date of its 
most recent post-effective amendment to its regis- 
tration statement which included a prospectus; or 
(iii) the filing date of a post-effective amendment 
filed pursuant to paragraph (a) of this section 
which has not yet become effective; and 


* * * * 


(d)(1) Except as provided in paragraph (d)(2) of 
this section, a post-effective amendment which in- 
cludes a prospectus shall not become effective 
pursuant to paragraph (a) of this section if a sub- 
sequent post-effective amendment relating to such 
prospectus is filed before such amendment be- 
comes effective. 


(2) A post-effective amendment which includes a 
prospectus shall become effective pursuant to par- 
agraph (a) of this section notwithstanding the filing 
of a subsequent post-effective amendment relat- 
ing to such prospectus, Provided, That such sub- 
sequent amendment is filed pursuant to paragraph 
(b) of this section, And provided further, That 
such subsequent amendment designates as its ef- 
fective date the date on which the prior post- 
effective amendment shall become effective pur- 
suant to paragraph (a). If another post-effective 
amendment relating to the same prospectus is 
filed pursuant to paragraph (a) of this section be- 
fore the prior amendments filed pursuant to para- 
graphs (a) and (b) of this section have become ef- 
fective, neither the prior amendment filed pursuant 
to paragraph (a) or the amendment filed pursuant 
to paragraph (b) shall become effective pursuant 
to this section. 


REGULATORY FLEXIBILITY CERTIFICATION 


The Chairman of the Commission has certified 
that the proposed amendments, if promulgated, 
will not have a significant economic impact on a 
substantial number of small entities. 


STATUTORY AUTHORITY 


The Commission hereby proposes amendments to 
rule 465 for comment pursuant to the provisions of 
sections 7, 8 and 19(a) of the Securities Act of 
1933 [15 U.S.C. 77g, 77h and 77s(a)). 
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By the Commission. 


George A. Fitzsimmons 
Secretary 





REGULATORY FLEXIBILITY CERTIFICATION 


1, John S.R. Shad, Chairman of the Securities and 
Exchange Commission, hereby certify pursuant to 
5 U.S.C. 605(b) that the proposed amendments to 
rule 465 [17 CFR 230.465] under the Securities 
Act of 1933 (“1933 Act”) [15 U.S.C. 77a et seq.] 
set forth in Securities Act Release No. 6327, if 
promulgated, will not have a significant economic 
impact on a substantial number of small entities. 
The reason for this certification is that the amend- 
ments propose changes in filing procedures for 
post-effective amendments which will reduce or 
have no effect on the costs involved in preparing 
and filing documents with the Commission. 


/s/ 





John S.R. Shad 
Chairman 


Dated: July 8, 1981 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17909/July 2, 1981 


The Securities and Exchange Commission an- 
nounced pursuant to Section 12(k) of the Securi- 
ties Exchange Act of 1934 (“Exchange Act’) the 
single-ten day suspension of over-the-counter 
trading commencing at 9:45 a.m. (EDT) on July 2, 
1981, and terminating at midnight (EDT) on July 
11, 1981, of the securities of Chipola Oil Corpora- 
tion (Chipola), a Colorado corporation with princi- 
pal offices located at Denver, Colorado. Chipola, 
incorporated on October 31, 1980, filed a registra- 


24/SEC DOCKET 


tion statement with the Commission covering an 
offering of 20 million shares at 10 cents per share 
underwritten by Investment Bankers, Inc., Denver, 
Colorado, which became effective on April 8, 
1981. The securities of Chipola subsequently were 
quoted on the NASDAQ system. 


The Commission suspended trading in the securi- 
ties of Chipola, a Colorado company, because of 
questions concerning the control, and availability 
for deliveryn of the securities of Chipola, problems 
encountered in the transfer and delivery of the se- 
curities of Chipola, the after market trading activi- 
ties in the securities of Chipola by certain broker- 
dealers which commenced on May 11, 1981, and 
the recent increase in the price of the securities of 
Chipola from 19 cents on June 17, 1981, to $1.00 
on July 1, 1981. On June 26, 1981, Chipola an- 
nounced that it knew of no reason for the recent 
activity in its securities. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they 
should carefully consider the foregoing information 
along with other currently available information 
and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be alert 
to the fact that, pursuant to Rule 15c2-11 under 
the Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless 
and until they have strictly complied with all the 
provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has 
complied with said rule, he should not enter any 
quotation but immediately contact the staff of the 
Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question un- 
til such time as he has familiarized himself with 
said ruie and is certain that all of its provisions 
have been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the 
Commission will consider the need for prompt en- 
forcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17910/July 2, 1981 


REQUIREMENTS FOR BROKER-DEALER 
FILING AND REPORTING 


Volume 23, No. 1, July 21, 1981 





ACTION: Final rules. 


SUMMARY: The Commission is eliminating the re- 
quirement imposed on brokers and dealers to file 
copies of any proposed subordination agreements 
with the appropriate Commission Regional Offices 
under certain circumstances. It is also eliminating 
the requirement to file with the Commission's prin- 
cipal office in Washington, D.C. an application for 
an extension of time to file audited reports. The re- 
quests will hereafter be filed only with the appro- 
priate Regional Office of the Commission as well 
as the Designated Examining Authority as now 
provided for in the Rule. 


DATE: Effective upon publication in the Federal 
Register 


FOR FURTHER INFORMATION CONTACT: Ellen 
C. Kerrigan, Division of Market Regulation, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549 (202) 272-2368. 


SUPPLEMENTARY INFORMATION: 


1. Appendix D to Rule 15c3-1 sets forth minimum 
and non-exclusive requirements for satisfactory 
subordination agreements. paragraph (c)(6) of that 
Appendix requires that two copies of any proposed 
subordination agreement (including any non- 
conforming subordination agreement) be filed at 
least 10 days prior to the proposed execution date 
of the agreement with the Commission’s Regional 
Office for the region in which the broker or dealer 
maintains its principal place of business. Copies of 
the proposed agreement must also be filed with 
the Examining Authority in such quantities as the 
Examining Authority may require.’ Paragraph (c) 
(6) further requires the Regional Office or the Ex- 
amining Authority to examine the agreement. No 
proposed agreement shall be a satisfactory subor- 
dination agreement unless and until the Examining 
Authority has found the agreement acceptable and 
such agreement has become effective in the form 
found acceptable. 


Where the Examining Authority has been other 
than the appropriate Regional Office, the Regional 





1The term “Examining Authority” is defined in par- 
agraph (c)(12) of the net capital rule (17 CFR 
240.15c3-1 (c)(12)). 
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Offices have generally relied upon the self- 
regulatory organizations for direct scrutiny of sub- 
ordination agreements filed by their respective 
members; the extra copy is filed with the Regional 
Office primarily for information or oversight. The 
filing of copies with the Regional Offices seems 
unnecessary at the present time. It is appropriate, 
however, for the Commission to have reasonable 
means for monitoring these agreements. At pres- 
ent, each Designated Examining Authority for- 
wards to the Commission periodic summary re- 
ports on a firm-by-firm basis of subordination 
agreements approved by that organization. The 
Commission believes that these reports will be 
sufficient for its monitoring purposes. Hence, the 
Commission deems it appropriate to eliminate the 
requirement for filing of copies of proposed subor- 
dination agreements with the Regional Offices 
where the Examining Authority is a self-regulatory 
organization and that organization has agreed to 
file with the Commission periodic reports summar- 
izing subordination agreements it has approved 
during that period.2 Where a Commission Region- 
al Office is its Examining Authority, the broker or 
dealer must continue to file its subordination 
agreements with that Regional Office. 


2. Under Rule 17a—5(1), a broker or dealer re- 
questing an extension of time to file its annual re- 
port pursuant to paragraph (d) of the Rule must file 
an application for an extension of time with the 
Commission's principal office in Washington, D.C. 
and the appropriate Regional Office of the Com- 
mission. The extension must be to a specified date 
not more than 90 days after the date as of which 
the financial condition is reported.* Notice of the 
application must also be sent to the Designated 
Examining Authority. Since the Commission's Re- 
gional Office has been delegated the authority to 
grant or deny such requests, it seems unneces- 
sary for a broker or dealer seeking an extension to 
file an application with the Commission's principal 
office in Washington, D.C. Accordingly, the Com- 
mission has determined to delete that require- 





2Each report should include, in addition to the 
amount of the loan and its duration, the name of 
the leader and the business relationship of the 
lender to the broker or dealer. 


3Any other requests for extensions of time to file 
audited reports must be filed with the Commis- 
sion’s headquarters office. 
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ment. Hence, such requests would be filed only 
with ihe appropriate Regional Office of the Com- 
mission and with the Designated Examining Au- 
thority for the broker-dealers. 


STATUTORY BASIS, COMPETITIVE CONSIDER- 
ATIONS AND EFFECTIVE DATE 


The Commission, acting pursuant to Sections 
15(c) (3), 17 and 23 of the Securities Exchange 
Act of 1934, 15 U.S.C. 780(c) (3), 78q and 78w, 
hereby adopts amendments to §240.15c3-1d and 
§240.17a-5 of Title 17 of the Code of Federal 
Regulations as set forth below. 


In doing so, the Commission, pursuant to Section 
553(b)(B) of the Administrative Procedure Act, 5 
U.S.C. 553(b)(B), for good cause finds that the so- 
licitation of public comment prior to adoption of 
these rule amendments is unnecessary, because 
these are duplicative filing requirements. 


Moreover, the Commission find that eliminating 
these filing requirements reduces the reporting 
burden on brokers and dealers registered with the 
Commission. Thus, pursuant.to Section 553(d) of 
the Administrative Procedure Act, 5 U.S.C. 553(d), 
the Commission has determined to make the 
amendments effective immediately upon publica- 
tion in the Federal Register since they relieve re- 
strictions that are currently imposed by the provi- 
sions hereby being amended. 


It also appears to the Commission that no burden 
will be imposed on competition by the adoption of 
these amendments. 


REGULATORY FLEXIBILITY ACT 
CONSIDERATION 


The Regulatory Flexibility Act, 5 U.S.C. 601 et 
seq., imposes new procedural steps applicable to 
agency rulemaking which has “a significant eco- 
nomic impact on a substantial number of small en- 
tities.” 


This Act, however, is only applicable if the pro- 
posed amendments are subject to public notice 
and comment. The amended rules will relieve re- 
strictions currently imposed on broker-dealers 
and, therefore, will be effective upon publication, 
without notice and opportunity for comment. 
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AMENDMENTS 


In accordance with the foregoing, 17 CFR Part 
240 is amended as follows: 


PART 240—GENERAL RULES AND 
REGULATIONS, SECURITIES EXCHANGE ACT 
OF 1934 


1. By designating present paragraph (c)(6) of 
§240.15c3-1d as paragraph (c)(6)(i) and adding 
paragraph (c)(6)(ii) to read as follows: 


§240.15c3-1d Satisfactory Subordination Agree- 
ments (Appendix D to 17 CFR 240.15c3-1). 


(c)* = = 
(6) * *** 


(ii) The broker or dealer need not file with the Re- 
gional Office for the region in which the broker or 
dealer maintains its principal place of business (if 
a Regional Office is not its Examining Authority) 
copies of any proposed subordination agreement 
or the statement described above if the Examining 
Authority for that broker or dealer has consented 
to file with the Commission periodic reports (not 
less than monthly) summarizing for the period, on 
a firm-by-firm basis, the subordination agreements 
it has approved for that period. Such reports 
should include at the minimum, the amount of the 
loan and its duration, the name of the lender and 
the business relationship of the lender to the bro- 
ker or dealer. 


* 


2. By revising paragraphs (1)(1)(i) and (E) of 
§240.17a-—5 to read as follows: 


§240.17a—-5 Reports to be made by certain bro- 
kers and dealers. 


(1) Extensions and exemptions. 


(1) (i) In the event any broker or dealer finds that it 
cannot file its report for any year within the time 
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specified in paragraph (d) of this section without 
undue hardship, it may file with the appropriate re- 
gional office as specified in paragraph (d)(6) of 
this section, an application for an extension of time 
to a specified date which shall not be more than 
90 days after the date as of which his financial 
condition is reported. Notice of such application 
shall be sent to the designated examining author- 
ity. The application shall be made by the broker or 
dealer and shall: 


* 


(E) Be received by the regional office of the Com- 
mission for the region in which the broker or dealer 
has its principal place of business and the princi- 
pal office of the designated examining authority 
prior to the date upon which the report is due; and 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17911/July 2, 1981 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the 
common stock ($1 Par Value) of STANDARD AL- 
LIANCE INDUSTRIES, INC. from listing and regis- 
tration thereon. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17912/July 2, 1981 


SECURITIES ACT OF 1933 
Release No. 6325/July 2, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17913/July 2, 1981 


RESCISSION OF OBSOLETE RULE 


ACTION: Rule rescission. 


SUMMARY: The Commission today is rescinding, 
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as obsolete, a Commission rule under the Securi- 
ties Exchange Act of 1934 (the ‘“Act’’) relating to 
non-member market makers. The Commission 
rule has been rendered obsolete by subsequent 
Commission rule-making and by rule changes of 
the New York Stock Exchange (“NYSE”). 


EFFECTIVE DATE: July 2, 1981. 


FOR FURTHER INFORMATION CONTACT: 
Michael J. Simon, Attorney, Securities and Ex- 
change Commission, Room 391, 500 North Capi- 
tol Street, Washington, D.C., 202-272-2889. 


SUPPLEMENTARY INFORMATION: On October 
20, 1966, the Commission adopted Rule 19b-1 
(17 CFR §240.19b-1) under the Act (‘“Rule”),' 
which provides certain filing and financial require- 
ments for ‘‘qualified non-member market makers” 
in NYSE Rule 394(b). Since the adoption of the 
Rule, however, the Commission has engaged in 
further rule-making which has obviated the need 
for those provisions of Rule 394(b) that make ref- 
erence to qualified non-member market makers.? 
In response to these actions, the NYSE has 
amended its rules to remove all references to 
qualified non-member market makers. Therefore, 
it appears that the Rule no longer serves any use- 
ful purpose. 


Accordingly, Chapter II of Title 17 of the Code of 
Federal Regulations is amended by removing 
§240.19b-1. 


The Commission finds, in accordance with Sec- 
tions 5 U.S.C. 553(b)(B) and 553(d) of the Admin- 
istrative Procedure Act that there is good cause 
that the rescission of the Rule take effect immedi- 
ately because notice and public procedure are un- 
necessary in light of the fact that the rescission of 
the Rule relieves a reporting restriction on broker- 
dealers and is no longer relevant to any regulatory 





1Securities Exchange Act Release No. 34-7891 
(October 20, 1966) 31 FR 13990. 


2See e.g., Securities Exchange Act Release No. 
14325 (December 30, 1977), 43 FR 1327, which 
amended Rule 19c-1 (17 CFR §240.19c-1) Un- 
der the Act, to remove, with the exception of “in- 
house” agency cross transactions, all off-board 
agency trading restrictions. 


SEC DOCKET/27 





purpose. Accordingly, the foregoing action be- 
comes effective immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17914/July 2, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY 


The Options Clearing Corporation 
(File No. SR-OCC-81-5) 


The Options Clearing Corporation (‘““OCC’’) 
submitted a proposed rule change on June 24, 
1981, pursuant to Rule 19b-4 under the Securities 
Exchange Act, which corrects a drafting error in 
OCC Rule 601(c). OCC Rule 601(c) was intended 
to establish a special margin requirement for cer- 
tain low-priced, volatile, “spot month’ options 
which are out-of-the-money. However, the words 
“less” and “more” were inadvertently transposed 
in Rule 601(c), so that the rule actually described 
in-the-money options rather than out-of-the-money 
options as intended. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may sum- 
marily abrogate the rule change if it appears to the 
Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furthernce of the pur- 
poses of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 6, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the FFederal Regis- 
ter. Persons desiring to make written submissions 
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should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File 
No. SR-OCC-81-5. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17915/July 2, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE New England Securities 
Depository Trust Company (File No. SR- 
NESDTC-81-2) 


New England Securities Depository Trust Compa- 
ny (“NESDTC”) submitted a proposed rule change 
on June 15, 1981, pursuant to Rule 19b-4 under 
the Securities Exchange Act, establishing fees for 
rejected deposits and actions taken by NESDTC 
on behalf of its participants in response to corpo- 
rate reorganizations. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may sum- 
marily abrogate the rule change if it appears to the 
Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the pur- 
poses of the Securities Exchange Act of 1934. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 6, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange- Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File 
No. SR-NESDTC-81-2. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17916/July 6, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. 


File No. SR-NASD-81-16 


The National Association of Securities Dealers, 
Inc. (the “NASD”) submitted on June 15, 1981, a 
proposed rule change under Rule 19b-4 to amend 
Section C of Part IV of Schedule D of the NASD‘s 
By-Laws to provide a new service for NASDAQ 
subscribers. This service will permit NASDAQ sub- 
scribers, for a $500 per month fee, to process 
Level | data directly into their computer systems. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 6, 1981. In order to assist the Commission in 
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determining whether to approve the proposed rule 
change or to institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR- 
NASD-81-16. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17917/July 6, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE DEPOSITORY TRUST 
COMPANY (File No. SR-DTC-81-3) 


The Depository Trust Company (“DTC”) submitted 
a proposed rule change on July 2, 1981, pursuant 
to Rule 19b-4 under the Securities Exchange Act 
of 1934 that would establish a program for the de- 
posit and withdrawal of the bearer form of debt se- 
curities issued by state and local governments. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 6, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File 
No. SR-DTC-81-3. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission's Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17918/July 6, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE NATIONAL SECURITIES 
CLEARING CORPORATION (File 
No. NSCC-81-8) 


National Securities Clearing Corporation 
(“NSCC”) submitted on June 10, 1981, a pro- 
posed rule change under Rule 19b-4 which 
consists of a published processing time schedule 
for both listed and OTC activity and securities 
processing for NSCC’s Denver Clearing Center. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may sum- 
marily abrogate the rule change if it appears to the 
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Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the pur- 
poses of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 6, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File 
No. SR-NSCC-81-8. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission's Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17919/July 6, 1981 


In the Mattter of 

Muncipal Securities Rulemaking Board 
Suite 507 

1150 Connecticut Avenue, N.W. 
Washington, D.C. 20036 


ORDER APPROVING PROPOSED RULE 
CHANGES 


File No. SR-MSRB-81-5 
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On May 13, 1981, the Municipal Securities 
Rulemaking Board (the “MSRB”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78s(b)(1) (the “Act’”) and Rule 19b-4 thereunder, 
copies of proposed rule changes to MSRB rule 
G-7 relating to information concerning associated 
persons, rule G-8 concerning recordkeeping, rule 
G-26 concerning administration of accounts, and 
rule G-27 concerning supervision. The proposed 
rule changes would amend those rules to reflect 
recent amendments to MSRB rule G-3 which es- 
tablished the new qualification classification of 
municipal securities sales principal.' 


Notice of the proposed rule changes together with 
the terms of substance of the proposed rule 
changes was given by publication of a Commis- 
sion Release (Securities Exchange Act Release 
No. 17813 (May 21, 1981)) and by publication in 
the Federal Register (46 FR 29017 (1981)). No 
comments with respect to the proposed rule 
changes were received by the Commission. 


The Commission finds that the proposed rule 
changes are consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to the MSRB, and, in particular, the re- 
quirements of Section 15B and the rules and regu- 
lations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule changes be, and they hereby are, 
approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








'1The proposed amendments to MSRB rule G-3 
establishing the new classification (File No. SR- 
MSRB-81-2) were approved by the Commission in 
Securities Exchange Act Release No. 17807 (May 
15, 1981). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17920/July 6, 1981 


A notice has been issued giving interested per- 
sons until July 27, 1981 to comment on the appli- 
cation of IPM TECHNOLOGY, INC. to withdraw its 
common stock ($.25 par value) from listing and 
registration on the Boston Stock Exchange, Inc. 
and the application of that exchange for unlisted 
trading privileges in such stock. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17921/July 6, 1981 


A notice has been issued giving interested per- 
sons until July 27, 1981 to comment on the appli- 
cations of the Cincinnati Stock Exchange for un- 
listed trading privileges in nine issues which are 
listed and registered on one or more other national 
securities exchanges and are reported in the con- 
solidated transaction reporting system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17922/July 6, 1981 


In the Matter of Applications of the 


MIDWEST STOCK EXCHANGE, 
INCORPORATED 


For Unlisted Trading Privileges 


Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
applications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
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following securities which are listed on another na- 
tional securities exchange:' 


Enterra Corporation 

Common Stock, $1 Par Value (File No. 7—5946) 
Mexico Fund Incorporated 

Common Stock, $1 Par Value (File No. 7-5947) 


The Commission finds that approval of the MSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the MSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3-1]. The availability of last sale in- 
formation for the subject securities should contrib- 
ute to pricing efficiency and to ensuring that trans- 
actions on the MSE are executed at prices which 
are reasonably related to those occurring in other 
markets. Finally the Commisssion has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the MSE applications will provide 
increased opportunities for competition among 
brokers and dealers and a among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT 1S ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Midwest 
Stock Exchange in the above named securities 
are hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17923/July 6, 1981 


An order has been issued granting the application 
of AMERICAN AGRONOMICS CORPORATION to 
withdraw its common stock ($.05 par value) from 
listing and registration on the American Stock Ex- 
change, Inc. 2nd the Pacific Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17924/July 9, 1981 


In the Matter of Application of the 


PACIFIC STOCK EXCHANGE, INCORPORATED 
For Unlisted Trading Privileges 
Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TION FOR UNLISTED TRADING PRIVILEGES 


The Pacific Stock Exchange (“PSE”) has filed an 
application with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (‘Act’) and Rule 12f-1 [17 CFR 240.12f- 
1] thereunder, for unlisted trading privileges in the 
following security which is listed on another na- 
tional securities exchange: 


Texas Oil and Gas Corporation 
Common Stock, $.50 Par Value 
No. 7-5948)' 


(File 





'™Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 31968 (June 
18, 1981). The Commission has received no com- 
ments with respect to these applications. 
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'™Notice of this application was given by publica- 
tion in the Federal Register. 46 FR 32115 (June 
19, 1981). The Commission has received no com- 
ments with respect to this application. 
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The Commission finds that approval of the PSE’s 
application for unlisted trading privileges in this se- 
curity is consistent with the maintenance of fair 
and orderly markets and the protection of inves- 
tors. As a national securities exchange registered 
with the Commission pursuant to Section 6 of the 
Act, the PSE is subject to the provisions of para- 
graph (b) of that section, and to the Commission’s 
inspection authority and oversight responsibility 
under Sections 17 and 19 of the Act and the rules 
and regulations thereunder. In addition, transac- 
tions in the subject security, regardless of the mar- 
ket in which they occur, are reported in the consol- 
idated transaction reporting system contemplated 
by Rule 11Aa3-1 under the Act[17 CFR 
240.11Aa3-1]. The availability of last sale infor- 
mation for the subject security should contribute to 
pricing efficiency and to ensuring that transactions 
on the PSE are executed at prices which are rea- 
sonably related to those occurring in other mar- 
kets. Finally the Commission has received no 
comments indicating that the granting of this appli- 
cation would not be consistent with the mainte- 
nenace of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the PSE application will provide 
increased opportunities for competition among 
brokers and among exchange markets consistent 
with the purposes of the Act and the objectives of 
the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the application 
for unlisted trading privileges on the Pacific Stock 
Exchange in the above named security is hereby 
approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17925/July 9, 1981 


In the Matter of Application of the 


MIDWEST STOCK EXCHANGE, 
INCORPORATED 


For Unlisted Trading Privileges 
Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TION FOR UNLISTED TRADING PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
an application with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act 
of 1934 (‘‘Act’’) and Rule 12f-1[17 CFR 
240.12f-1] thereunder, for unlisted trading privi- 
leges in the following security which is listed on 
another national securities exchange: 


Kenai Corporation 
Common Stock, $.05 Par Value (File No. 
7-5949)' 


The Commission finds that approval of the MSE’s 
application for unlisted trading privileges in this se- 
curity is consistent with the maintenance of fair 
and orderiy markets and the protection of inves- 
tors. As a national securities exchange registered 
with the Commission pursuant to Section 6 of the 
Act, the MSE is subject to the provisions of para- 
graph (b) of that section, and to the Commission’s 
inspection authority and oversight responsibility 
under Sections 17 and 19 of the Act and the rules 
and regulations thereunder. In addition, transac- 
tions in the subject security, regardless of the mar- 
ket in which they occur, are reported in the consol- 
idated transaction reporting system contemplated 
by Rule 11Aa3-1 under the Act[17 CFR 
240.11Aa3-1]. The availability of last sale infor- 
mation for the subject security should contribute to 
pricing efficiency and to ensuring that transactions 
on the MSE are executed at prices which are rea- 





‘Notice of this application was given by publica- 
tion in the Federal Register. 46 FR 32114 (June 
19, 1981). The Commission has received no com- 
ments with respect to this application. 
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sonably related to those occurring in other mar- 
kets. Finally the Commission has received no 
comments indicating that the granting of this appli- 
cation would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the MSE application will provide 
increased opportunities for competition among 
brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the application 
for unlisted trading privileges on the Midwest 
Stock Exchange in the above named security is 
hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17926/July 9, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST CLEARING 
CORPORATION (File No. SR-MCC-81-4) 


Midwest Clearing Corporation (“MCC”) submitted 
a proposed rule change on July 6, 1981, pursuant 
to Rule 19b-4 under the Securities Exchange Act, 
which defines the method of selecting participants 
who will loan securities under MCC’s automatic 
stock loan program. 


The foregoing rule change has become effective 
pursuant to Section 19 (b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereun- 
der. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
July 13, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MCC-81-4. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington , D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority . 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17927/July 9, 1981 


Net Capital Requirements for Brokers and Dealers 
ACTION: Final rule. 


SUMMARY: The Commission is amending its uni- 
form net capital rule to conform Appendix B to the 
rule to certain recent amendments adopted by the 
Commodity Futures Trading Commission 
(“CFTC”) to its net capital rule. The amendments 
will affect particularly those brokers and dealers 
who are also registered with the CFTC as futures 
commission merchants (“‘BD-FCMs’’). 


EFFECTIVE DATE: August 17, 1981 


FOR FURTHER INFORMATION CONTACT: 
Steven L. Molinari 272-2383 
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SUPPLEMENTARY INFORMATION: The CFTC 
recently adopted amendments to its net capital 
rule regarding the treatment of undermargined ac- 
counts, debit/deficit accounts and collateral used 
to secure receivables.' The CFTC received a 
number of comments to the proposed amend- 
ments which are discussed in its adopting re- 
lease.? 


On February 20, 1981, the Commission proposed 
for public comment amendments to its uniform net 
capital rule regarding the treatment of 
undermargined accounts, debit/deficit accounts 
and collateral used to secure receivables. These 
amendments mirror the amendments adopted by 
the CFTC and will affect Appendix B to the Com- 
mission’s uniform net capital rule relating to com- 
modity transactions. The Commission received no 
comments in response to the proposed amend- 
ments. 


The amendments appear to the Commission to be 
reasonable modifications to the present uniform 
net capital rule to moderate imprudent extensions 
of credit by BD-FCMs in connection with transac- 
tions in commodities and commodity futures and 
have been adopted by the Commission. 


UNDERMARGINED ACCOUNTS 


The first amendment will shorten the period within 
which a BD-FCM may offset charges to net capital 
for undermargined customer commodity futures 





145 FR 79416 (December 1, 1980). In this re- 
lease, the CFTC also adopted an amendment to 
its net capital rule which eliminates the “aggregate 
indebtedness” method of computing a firm’s net 
capital. The Commission has solicited comment 
on the feasibility of eliminating this method in Se- 
curities Exchange Act Release No. 17208 (Octo- 
ber 9, 1980) although no rule amendment was pro- 
posed at that time. These amendments will in no 
way affect the CFTC’s elimination of the “aggre- 
gate indebtedness” concept from the CFTC’s net 
capital rule. 


2Id. 


3Securities Exchange Act Release No. 17564 
(February 20, 1981) [46 FR 14749]; 22 SEC 
DOCKET 161. 
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accounts with current calls for margin. At present, 
when such an account becomes undermargined, 
the BD-FCM must take a charge to net capital for 
the amount the account is undermargined only af- 
ter four business days (assuming a margin call 
has been issued). The amendment will lower this 
period to three business days.4 


DEBIT/DEFICIT ACCOUNTS 


The second amendment relates to unsecured 
commodity futures or option accounts consisting 
of a ledger balance and open trades, which, when 
combined, liquidate to a deficit, or which contain a 
debit ledger balance only. The present rule re- 
quires a charge to net capital, to be offset by mar- 
gin calls outstanding one business day or less. 
The BD-FCM must collect the deficit or debit bal- 
ance by the close of the second business day fol- 
lowing the adverse market movement giving rise 
to the situation before the charge must be made. 
The amendment will accelerate the time period, 
requiring the charge to be taken as of the close of 
business the day following the day on which the 
market movement caused the debit/deficit ac- 
count. 


VALUATION OF COLLATERAL 


The third amendment to Appendix B relates to the 
value of collateral securing any loan, advance or 
other form of receivable arising out of commodity- 
related transactions. At present, collateral may be 
valued at 100% of its market value for purposes of 
determining whether the receivable is secured. 
The amendment will require the BD-FCM to con- 
sider the receivable secured only after making the 
percentage deductions (‘haircuts’) required if the 
collateral were owned by the BD-FCM. Under a 
related amendment, the value attributed to any 
non-cash item deposited with the BD—-FCM to mar- 
gin, guarantee or secure a commodity futures ac- 
count, will be the lesser of (A) the value attributa- 
ble to the asset pursuant to the margin rules of the 





4Originally, the rule gave a five day period before 
a deduction was required. The rule provided that 
the period should be lowered in stages, first to four 
business days beginning in 1981, and to three 
business days beginning in 1983. The amendment 
accelerates the adoption of the three day standard 
by one and one-half years. 
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applicable board of trade, or (B) the market value 
of the asset reduced by the appropriate haircut. 


STATUTORY BASIS AND 
COMPETITIVE CONSIDERATIONS 


The Securities and Exchange Commission, acting 
pursuant to the Securities Exchange Act of 1934, 
and particularly Section 15(c)(3) 15 U.S.C. 
780(c)(3), thereof, hereby amends paragraphs 
(a)(3)(ii), (a)(3)(xii), (a)(3)(xiii) and (a)(3)(xviii) of 
Rule 15c3-1b (17 CFR §240.15c3-1b) as set 
forth below. 


It appears to the Commission that no burden will 
be imposed on competition by adoption of these 
amendments. If there is any burden on competi- 
tion, it is necessary and appropriate in furtherance 
of the purposes of Act, and particularly to imple- 
ment the Commission's continuing mandate under 
Section 15(c)(3) thereof to provide minimum safe- 
guards with respect to the financial responsibility 
of brokers and dealers. 


TEXT OF AMENDMENT 


Accordingly, 17 CFR Part 240 is amended as fol- 
lows: 


PART 240-GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE ACT OF 1934 


By amending paragraphs (a)(3)(ii), (a)(3)(xii), 
(a)(3)(xiii) and (a)(3)(xviii) of §240.15c3-1b as fol- 
lows: 


§240.15c3-1b Adjustments to net worth and ag- 
gregate indebtedness for certain commodities 
transactions (Appendix B to 17 CFR 240.15c3-1). 


(a) i * | 

(3) oo @ 

(ii) Deduct any unsecured commodity futures or 
option account containing a ledger balance and 
open trades the combination of which liquidates to 
a deficit or containing a debit ledger balance only: 
Provided, however, Deficits or debit ledger bal- 


ances in unsecured customers’, non-customers’ 
and proprietary accounts, which are the subject of 
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calls for margin or other required deposits need 
not be deducted until the close of business on the 
business day following the date on which such 
deficit or debit ledger balance originated; 


(xii) Deduct for undermargined customer commod- 
ity futures accounts the amount of funds required 
in each such account to meet maintenance margin 
requirements of the applicable board of trade or, if 
there are no such maintenance margin require- 
ments, clearing organization margin requirements 
applicable to such positions, after application of 
calls for margin, or other required deposits which 
are outstanding three business days or less. If 
there are no such maintenance margin require- 
ments or clearing organization margin require- 
ments on such accounts, then deduct the amount 
of funds required to provide margin equal to the 
amount necessary after application of calls for 
margin, or other required deposits outstanding 
three days or less to restore original margin when 
the original margin has been depleted by 50 per- 
cent or more. Provided, To the extent a deficit is 
deducted from net worth in accordance with para- 
graph (a)(3)(ii) of this Appendix B, such amount 
shall not also be deducted under this paragraph 
(a)(3)(xii). In the event that an owner of a custom- 
er account has deposited an asset other than cash 
to margin, guarantee or secure his account, the 
value attributable to such asset for purposes of 
this paragraph shall be the lesser of (A) the value 
attributable to such asset pursuant to the margin 
rules of the applicable board of trade, or (B) the 
market value of such asset after application of the 
percentage deductions specified in paragraph 
(a)(3)(ix) of this Appendix B or, where appropriate, 
specified in paragraph (c)(2)(vi) or (c)(2)(vii) of 
§240.15c3-1 of this chapter; 


(xiii) Deduct for undermargined non-customer and 
omnibus commodity futures accounts the amount 
of funds required in each such account to meet 
maintenance margin requirements of the applica- 
ble board of trade or, if there are no such mainte- 
nance margin requirements, clearing organization 
margin requirements applicable to such positions, 
after application of calls for margin, or other re- 
quired deposits which are outstanding two busi- 
ness days or less. If there are no such mainte- 
nance margin requirements or clearing 
organization margin requirements, then deduct the 
amount of funds required to provide margin equal 
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to the amount necessary after application of calls 
for margin, or other required deposits outstanding 
two days or less to restore original margin when 
the original margin has been depleted by 50 per- 
cent or more. Provided, To the extent a deficit is 
deducted from net worth in accordance with para- 
graph (a)(3)(ii) of this Appendix B such amount 
shall not also be deducted under this paragraph 
(a)(3)(xiii). In the event that an owner of a non- 
customer or omnibus account has deposited an 
asset other than cash to margin, guarantee or se- 
cure his account, the value attributable to such as- 
set for purposes of this paragraph shall be the 
lesser of (A) the value attributable to such asset 
pursuant to the margin rules of the applicable 
board of trade, or (B) the market value of such as- 
set after application of the percentage deductions 
specified in paragraph (a)(3)(ix) of this Appendix B 
or, where appropriate, specified in paragraph 
(c)(2)(vi) or (c)(2)(vii) of §240.15c3- 1 of this 
chapter; 


(xviii) A loan or advance or any other form of re- 
ceivable shall not be considered “secured” for the 
purposes of paragraph (a)(3) of this Appendix B 
unless the following conditions exist: 


(A) The receivable is secured by readily marketa- 
ble collateral which is otherwise unencumbered 
and which can be readily converted into cash: 
Provided, however, that the receivable will be 
considered secured only to the extent of the mar- 
ket value of such collateral after application of the 
percentage deductions specified in paragraph 
(a)(3)(ix) of this Appendix B; and 


(B) (1) The readily marketable collateral is in the 
possession or control of the broker or dealer; or 


(2) The broker or dealer has a legally enforceable, 
written security agreement, signed by the debtor, 
and has a perfected security interest in the readily 
marketable collateral within the meaning of the 
laws of the State in which the readily marketable 
collateral is located. 
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REGULATORY FLEXIBILITY ACT 
CONSIDERATIONS 


Pursuant to 5 U.S.C. § §601 et seqg., notice was 
published on February 20, 1981, that the Chair- 
man of the Commission had certified that the pro- 
posed amendments to Rule 15c3-1, if adopted, 
would not have a significant economic impact on a 
substantial number of small entities, as defined in 
the Regulatory Flexibility Act. No comments were 
received concerning the certification. 


Therefore, the Commission does not believe that 
the amendments adopted herein will have a signif- 
icant impact on small, or any other, broker- 
dealers. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 

Release No. 22116/July 2, 1981 

SEE 


SECURITIES ACT OF 1933 
Release No. 6325/July 2, 1981 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 

Release No. 22117/July 2, 1981 

In the Matter of 


EASTERN EDISON COMPANY 
Brockton, Massachusetts 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 
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(70-6608) 


INTERIM ORDER AUTHORIZING SOLICITATION 
OF BIDS BY HOLDING COMPANY TO ISSUE 
AND SELL FIRST MORTGAGE BONDS AT COM- 
PETITIVE BIDDING 


Eastern Edison Company (“Eastern”), an electric 
utility subsidiary of Eastern Utilities Associates, a 
registered holding companyn and Montaup Electric 
Company, an electric utility subsidiary of Eastern, 
have filed an application-declaration with this 
Commission pursuant to Sections 6(a), 6(b), 7, 
9(a), 10, and 12(d) of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rules 44 and 50 
promulgated thereunder. 


In said application-declaration, which was filed on 
May 22, 1981, Eastern proposes to issue and sell 
not in excess of $30,000,000 principal amount of 
its First Mortgage and Collateral Trust Bonds, 
___% Series due____ at competitive bidding. East- 
ern planned to solicit bids on July 13, 1981, and to 
open such bids on July 23, 1981. It appears that 
the notice to have been issued on June 5, 1981, 
was not published. The Commission, concurrently, 
is issuing a notice in this matter. 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that Eastern 
may solicit bids as originally scheduled for the is- 
suance and sale of its first mortgage and collateral 
trust bonds not in excess of $30,000,000. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22118/July 2, 1981 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
2700 One Main Place 
Dallas, Texas 75250 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
212 East Sixth Street 
Tulsa, Oklahoma 74119 


TRANSOK PIPE LINE COMPANY 
600 South Main Street 
Tulsa, Oklahoma 74181 


(70-6616) 


NOTICE OF PROPOSED TRANSFER OF AFFILI- 
ATE PIPELINE COMPANY FROM OPERATING 
UTILITY TO HOLDING COMPANY: STOCK AC- 
QUISITION: GUARANTEE OF OBLIGATIONS: 
MODIFICATION OF INDENTURE PROVISION: 
AND ENTRY INTO GAS PROCESSING BUSI- 
NESS 


Central and South West Corporation (“CSW”), a 
registered holding company, and Public Service 
Company of Oklahoma (“PSO”), an electric utility 
subsidiary, and Transok Pipe Line Company 
(“Transok”), an Oklahoma intrastate pipeline sub- 
sidiary of PSO, have filed an application- 
declaration and amendment thereto with this Com- 
mission pursuant to Sections 6, 7, 9, 10, 11, 12 
and 13 of the Public Utility Holding Company Act 
of 1935 (‘Act’) and all applicable rules promul- 
gated thereunder. 


Transok, a subsidiary of PSO, is an intrastate gas 
pipeline company within Oklahoma. CSW acquired 
all of the outstanding stock of Transok from Oriole 
Oil Company in 1961 and transferred the stock to 
PSO as a capital contribution in 1962. From 1970 
to the present, most of Transok’s business has 
been transporting the gas needed for PSO’s gas 
generation. However, PSO’s gas needs have 
delcined due to additional coal-fired generating 
units. Transok’s third party transactions have in- 
creased. Because of PSO’s declining gas needs, 
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Transok seeks to provide service to other CSW 
operating subsidiaries and to non-affiliated third 
parties. Transok would replace Exxon in 1982 as 
the gas supplier to Southwestern Electric Power 
Company’s (“SWEPCO’”) Wilkes Plant in Texas by 
displacement or through other companies’ pipe- 
lines. Applicants state that third party transactions 
will spread Transok’s cost over a broader custom- 
er base. 


It is proposed that Transok be a direct subsidiary 
of CSW. The present contract’s requirement that 
PSO pay Transok’s expenses and provide a 
specified rate of return would be eliminated in the 
revised contract. PSO presently guarantees out- 
standing long-term notes of Transok in the amount 
of $35,000,000. CSW requests authority to exe- 
cute a guarantee of such notes in favor of PSO. 
Any gas owned by PSO or under contract to PSO 
and sold to third parties, either by PSO or through 
Transok, will be for the account of PSO. All current 
and future Transok contracts will give priority to 
PSO’s needs. 


After the restructuring, Transok’s charges to PSO, 
SWEPCO and other affiliates would be at cost in 
accordance with Section 13(b) and rules promul- 
gated thereunder, including Rules 90 and 91. 
Such charges would be limited to the cost of pro- 
viding the service for the affiliate plus a return on 
invested capital. 


It is proposed that PSO transfer to CSW all the 
outstanding common stock of Transok as an ex- 
traordinary dividend. As of April 30, 1981, PSO 
carried Transok at $34,465,000 using the full equi- 
ty method. 


On April 4, 1977 (HCAR No. 20001) the Commis- 
sion, pursuant to authority granted in three supple- 
mental indentures securing PSO’s first mortgage 
bonds, authorized an alternative method of 
computing PSO’s earned surplus, for purposes of 
indenture requirements. That authorization includ- 
ed a condition restricting common stock dividends 
from additional earned surplus to amounts earned 
during the 12 calendar months immediately pre- 
ceding the payment of such dividend. Applicant re- 
quests that the proposed Transok distribution be 
excepted from that condition 


Transok is also seeking authorization to have a 
gas processing plant constructed on its pipeline 
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system in the State of Oklahoma. The plant is to 
be built by a third party pursuant to a sale and 
operating agreement which is currently being ne- 
gotiated by the parties. The third party will con- 
struct the plant after execution of the agreement 
and it is estimated that the plant will be completed 
not later than December 1, 1982. Upon completion 
of the plant, all right, title and interest in the plant 
will be transferred to Transok. The third party shall 
operate the plant until Transok exercises its option 
to take over operation of the plant after comple- 
tion. Transok will be obligated to provide to the 
constructor for five years after the plant begins op- 
erations of minimum volume of gas for processing 
sufficient to permit the recovery of an annualized 
daily volume of 147,500 gallons per day of ex- 
tracted liquids. Transok is obligated upon plant 
completion to purchase the plant for a principal 
sum of $15 million payable in 36 equal and con- 
secutive monthly installments of $543,000, which 
includes interest at an interest of 18.09% per an- 
num. Transok has the right to prepay in cash at 
any time without any penalty all or part of the total 
principal sum of $15 million. 


Transok proposes 1) to enter into other gas proc- 
essing operations; 2) to operate and to build gath- 
ering systems for third parties in the State of 
Oklahoma, especially as they apply to systems 
that can augment Transok’s own gas supplies and 
pipeline operations; 3) to transport and to sell gas 
to third parties; 4) to use underground gas storage 
facilities for third parties. It considers such activi- 
ties incidental to its pipeline business and states 
that will be undertaken, only to the extent that 
such activities are compatible with its primary 
business purpose of serving the companies in 
CSW system and result in efficient utilization of its 
facilities. 


The application-declaration and any amendments 
thereto are available for public inspection through 
the Commission's Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by July 
24, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicant-declarants at 
the addresses specified above. Proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. Any 
request for hearing shall identify specifically the is- 
sues of fact or law that are disputed. A person who 
so requests will be notified of any hearing, if or- 
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dered, and will receive a copy of any notice or or- 
der issued in this matter. After said date, the 
application-declaration, as amended or as it may 
be further amended, may be granted and per- 
mitted to become effective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22119/July 2, 1981 


In the Matter of 


EASTERN EDISON COMPANY 
36 Main Street 
Brockton, Massachusetts 02403 


MONTAUP ELECTRIC COMPANY 
P.O. Box 391 
Fall River, Massachusetts 02722 


(70-6608) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS BY HOLDING 
COMPANY AT COMPETITIVE BIDDING AND 
ISSUANCE AND SALE OF DEBENTURES AND 
COMMON STOCK BY SUBSIDIARY TO 
HOLDING COMPANY 


Eastern Edison Company (‘Eastern’), an electric 
utility subsidiary of Eastern Utilities Associates, a 
registered holding company, and Montaup Electric 
Company (‘““Montaup’), an electric utility subsidi- 
ary of Eastern, have filed an application- 
declaration with this Commission pursuant to Sec- 
tions 6(a), 6(b), 7, 9(a), 10, and 12(d) of the Public 
Utility Holding Company Act of 1935 (“Act’’) and 
Rules 44 and 50 promulgated thereunder. 


Eastern proposes to issue and sell not in excess 
of $30,000,000 principal amount of its First Mort- 
gage and Collateral Trust Bonds, -% Series 
due . The terms will be de- termined by com- 
petitive bidding. The net proceeds of the sale of 
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the new bonds will be applied by Eastern first, to 
the extent of $5,000,000, to the purchase of the 
debenture bonds proposed to be issued by 
Montaup as described below, second, to the ex- 
tent of $20,000,000, to the purchase of the com- 
mon stock proposed to be issued by Montaup as 
described below, and third, to the prepayment of 
its unsecured borrowing from Citibank, N.A., out- 
standing in the principal amount of $5,000,000. 


Montaup proposes to issue and sell to Eastern, 
and Eastern proposes to acquire at their principal 
amount plus accrued interest, not in excess of 
$5,000,000 principal amount of % De- benture 
Bonds due 2011. The new debenture bonds them- 
selves will contain all of their terms, and there will 
be no indenture or similar instrument governing 
them. Montaup also proposes to increase its capi- 
tal stock in an amount not in excess of 
$20,000,000, consisting of not in excess of 
200,000 shares of its common stock, par value 
$100 per share, and to issue and sell such stock 
to Eastern, and Eastern proposes to acquire such 
stock. The proceeds to Montaup from the sale of 
the new debenture bonds and the additional com- 
mon stock are to be applied to reduce short-term 
bank indebtedness, estimated at $38,000,000, 
incurred for construction or to repay earlier 
borrowings so incurred. Eastern proposes to de- 
posit and pledge the new debenture bonds and the 
additional common stock under the Indenture 
securing its outstanding first mortgage and collat- 
eral trust bonds, as required by the provisions of 
the Indenture. 


The application-declaration and any amendments 
thereto are available for public inspection through 
the Commission's Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by 
July 22, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicants-declarants at 
the addresses specified above. Proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. Any 
request for a hearing shall identify specifically the 
issues of fact or law that are disputed. A person 
who so requests will be notified of any hearing, if 
ordered, and will receive a copy of any notice or 
order issued in this matter. After said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to be- 
come effective. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22120/July 2, 1981 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 


COLUMBUS AND SOUTHERN OHIO ELECTRIC 


COMPANY 
Columbus, Ohio 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


KENTUCKY POWER COMPANY 
Ashland, Kentucky 


KINGSPORT POWER COMPANY 
Roanoke, Virginia 


MICHIGAN POWER COMPANY 
Three Rivers, Michigan 


OHIO POWER COMPANY 
Canton, Ohio 


WHEELING ELECTRIC COMPANY 
Wheeling, West Virginia 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 


(70-6361) 


ORDER AUTHORIZING HOLDING COMPANY TO 
MAKE CASH CAPITAL CONTRIBUTIONS TO 
SUBSIDIARY 


American Electric Power Company, Inc. (“AEP”), 
a registered holding company, and Appalachian 
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Power Company (‘Appalachian’), Columbus and 
Southern Ohio Electric Company (‘‘CSOE”), 
Indiana & Michigan Electric Company (‘“l&M’), 
Kentucky Power Company (“KPCO”), Kingsport 
Power Company (‘Kingsport’), Michigan Power 
Company (‘Michigan’), Ohio Power Company 
(“Ohio Power’) and Wheeling Electric Company 
(“Wheeling”), public utility subsidiaries, have filed 
with this Commission post-effective amendments 
to their application-deciaration previously filed and 
amended pursuant to Sections 6(b) and 12 of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rule 50(a)(2) promulgated thereunder. 


By a prior order in this proceeding dated Decem- 
ber 9, 1980 (HCAR No. 21832), AEP was author- 
ized to issued and sell from time to time prior to 
January 1, 1982, short-term notes to 14 banks 
with lines of credit in an aggregate amount of 
$239,000,000, maturing no later than June 30, 
1982. AEP was also authorized to make cash cap- 
ital contributions from time to time subsequent to 
December 31, 1980 and prior to January 1, 1982, 
to Appalachian in the amount of $60 million, to 
CSOE in the amount of $40 million, to 1&M in the 
amount of $90 million, to KPCO in the amount of 
$20 million and to Ohio Power in the amount of 
$60 million. 


By post-effective amendment AEP seeks authority 
to also make cash capital contributions from time 
to time prior to January 1, 1982 to Kingsport in the 
aggregate amount of $2,000,000. The funds will 
be used to partially finance Kingsport’s general 
obligations, including estimated expenditures of 
$2,900,000 for Kingsport’s 1981 construction pro- 
gram, and to serve other corporate purposes. 


The fees and expenses to be incurred in connec- 
tion with the proposed transactions are estimated 
to be $100. No state commission and no federal 
commission, other than this Commission, has ju- 
risdiction over the proposed transactions. 


Due notice of the filing of said post-effective 
amendments to the application-declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 22075), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied: 
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IT iS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendments, be, and it hereby is, 
granted and permitted to become effective forth- 
with, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act, ex- 
cept that certificates thereunder shall be filed 
quarterly. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22121/July 2, 1981 


In the Matter of 


MISSISSIPPI! POWER & LIGHT COMPANY 
P.O. Box 1640 
Jackson, Mississippi 39205 


(70-6619) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS AND 
PREFERRED STOCK 


Mississippi Power & Light Company 
(‘Mississippi’), an electric utility subsidiary com- 
pany of Middle South Utilities, Inc., a registered 
holding company, has filed a declaration with this 
Commission pursuant to Sections 6(a) and 7 of 
the Public Utility Holding Company Act of 1935 
(“Act’’) and Rule 50 promulgated thereunder. 


Mississippi proposes to issue and sell up to 
$30,000,000 in principal amount of its first mort- 
gage bonds having a term of not less than five nor 
more than thirty years. The terms will be deter- 
mined by competitive bidding. The bonds are to be 
issued under Mississippi's Mortgage and Deed of 
Trust, dated as of September 1, 1944, as hereto- 
fore supplemented and as proposed to be further 
supplemented. 
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Mississippi also intends to establish one or more 
new series of its Preferred Stock, Cumulative, 
$100 Par Value, which shall consist in the aggre- 
gate of not more than 300,000 shares, and pro- 
poses to issue and sell such stock. 


Mississippi intends to use the net proceeds de- 
rived from the issuance and sale of the bonds and 
preferred stock principally for the purchase of a 
25% interest in Arkansas Power & Light Compa- 
ny’s Independence Steam Electric Generating Sta- 
tion (coal), to finance in part Mississippi's con- 
struction program, and for other corporate 
purposes. Mississippi may request by amendment 
hereto that the sale of the bonds and preferred 
stock be excepted from the competitive bidding re- 
quirements of Rule 50. 


The declaration and any amendments thereto are 
available for public inspection through the Com- 
mission’s Office of Public Reference. Interested 
persons wishing to comment or request a hearing 
should submit their views in writing by July 27, 
1981, to the Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549, and serve 
a copy on the declarant at the address specified 
above. Proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed 
with the request. Any request for a hearing shall 
identify specifically the issues of fact or law that 
are disputed. A person who so requests will be 
notified of any hearing, if ordered, and will receive 
a copy of any notice or order issued in this matter. 
After said date, the declaration, as filed or as it 
may be amended, may be permitted to become ef- 
fective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22122/July 2, 1981 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-6609) 


ORDER AUTHORIZING GUARANTY OF SUBSID- 
IARIES’ OBLIGATIONS 


The Southern Company (‘Southern’), a registered 
holding company, has filed a declaration with this 
Commission pursuant to Section 12(b) of the Pub- 
lic Utility Holding Company Act of 1935 (‘Act’) 
and Rule 45 thereunder. 


Southern proposes to act as a guarantor of the ob- 
ligations of its subsidiaries, Alabama Power Com- 
pany, Georgia Power Company, Gulf Power Com- 
pany, Mississippi Power Company, and Southern 
Company Services, Inc., under the Longshore- 
men’s and Harbor Workers’ Compensation Act 
(“LHWCA’”) in order that the Southern electric sys- 
tem may be covered by a single self-insurer’s in- 
demnity bond. The LHWCA is a federal compen- 
satory plan providing benefits to workers engaged 
in maritime employment who are injured upon the 
navigable waters of the United States. The only 
known exposures of the Southern electric system 
under LHWCA arise in connection with coal dock 
operations, water quality research and testing, and 
other miscellaneous activities on navigable water- 
ways, involving approximately 278 system em- 
ployees. 


No state or federal commission, other than this 
Commission, has jurisdiction over the transac- 
tions. The fees and expenses to be incurred in 
connection with the transactions are estimated at 
$3,250. 


Due notice of the filing of said declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 22079), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied: 
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IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22123/July 7, 1981 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH SERVICE, INC. 
New Orleans, Louisiana 


(70-6611) 


ORDER AUTHORIZING PROPOSAL TO IN- 
CREASE AUTHORIZED LEVEL OF SERVICE 
COMPANY BANK BORROWINGS, EXTEND MA- 
TURITIES OF SUCH BORROWINGS AND 
CHANGE THE USES OF SUCH BORROWINGS 


Middle South Utilities, Inc. (“Middle South’), a reg- 
istered holding company, and Middle South Serv- 
ices, Inc. (“Services”), a subsidiary service com- 
pany of Middle South, have filed a declaration and 
an amendment thereto with this Commission pur- 
suant to Sections 6(a), 7, and 12(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rules 45 and 50(a)(2) promulgated thereunder. 


By an order dated March 14, 1980 (HCAR No. 
21477) Services was authorized to enter into a line 
of credit with First National Bank of Commerce of 
New Orleans (“Bank”) under which Services may 
borrow up to $30,000,000 outstanding at any one 
time through December 31, 1981. All borrowings 
pursuant to such authorization have been for the 
purpose of repaying outstanding short-term 
borrowings and financing development of a 
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standard design for future coal-fired electric 
generating stations for the Middle South system. 
Services now proposes to amend its line of credit 
arrangement to increase the maximum amount of 
borrowings to $50,000,000 to extend the maturity 
of the borrowings through December 31, 1982 and 
to expand the permitted purposes for which 
borrowings may be made. The additional uses for 
bank borrowings are to provide interim financing 
for renovation and expansion of Services’ comput- 
er center, to retire outstanding long-term loans 
from Middle South aggregating $6,626,000, and to 
provide additional working capital. 


The borrowings will be evidenced by a master 
promissory note which will bear interest, payable 
quarterly, at a rate of 102% of the prime rate of 
The Chase Manhattan Bank (N.A.) in effect from 
time to time. Services will pay a commitment fee of 
V2 of 1% per annum on the average daily unused 
portion of the line of credit. Based on a prime rate 
of 20%, the effective cost of the proposed borrow- 
ings would be 20.40%. Services’ obligations under 
the amended line of credit will be guaranteed by 
Middle South. 


The fees, commissions and expenses to be 
incurred in connection with the proposed transac- 
tion are estimated at $8,500, including legal fees 
of $6,500. It is stated that no state or federal 
regulatory authority, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 22085), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied: 


IT 1S ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time 
for filing the certification thereunder with respect to 
the proposed transactions is extended so as to al- 
low filing on a quarterly basis. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22124/July 7, 1981 


In the Matter of 


COLONIAL GAS ENERGY SYSTEM 
CAPE COD GAS COMPANY 
LOWELL GAS COMPANY 

Boston, Massachusetts 


(70-6593) 


ORDER AUTHORIZING SOLICITATION OF AU- 
THORIZATIONS FOR CORPORATE SIMPLIFI- 
CATION AND MERGERS; RESERVATION OF 
JURISDICTION 


Colonial Gas Energy System (‘Colonial’) and its 
gas utility subsidiaries named above have applied, 
under Sections 6 and 7 and 12(b) of the Public 
Utility Holding Company Act of 1935 (‘Act’) and 
rules thereunder, including Rule 62, for orders 
relating to Colonial’s program (1) to transform 
Colonial from a business trust to a Massachusetts 
utility corporation, (2) to merge, such corporation 
into its subsidiary Lowell Gas Company, and (3) to 
merge Lowell into Cape Cod Gas Company, Colo- 
nial’s other utility subsidiary. Due notice of the ap- 
plication has been given. (HCAR No. 22043). 


By order dated June 10, 1981 (HCAR No. 22086), 
the Commission authorized solicitation of the 
Colonial stockholders with respect to corporate ac- 
tions proposed. A meeting of the Lowell share- 
holders is also required and Lowell proposes to of- 
fer to repurchase its common shares held by 
minority shareholders at a price of $18.65 per 
share contingent upon consummation of the merg- 
er. The merger is subject to approval of the 
Massachusetts Department of Public Utilities and 
this Commission. Solicitations at this time would 
facilitate timely action on the pending application. 
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IT 1S ACCORDINGLY ORDERED pursuant to 
Section 6(a)(2) and 7(e) of the Act and Rule 62(d) 
thereunder, that the portion of the application- 
declaration herein, as amended, which relates to 
the solicitation of authorizations from shareholders 
of Lowell be, and it hereby is, permitted to become 
effective forthwith. 


IT IS FURTHER ORDERED that jurisdiction is re- 
served with respect to all other aspects of the 
application-declaration that relate to the transac- 
tions which require authorizations from this Com- 
mission and the Massachusetts Department of 
Public Utilities. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22125/July 8, 1981 


In the Matter of 


GENERAL PUBLIC UTILITY CORPORATION 
Parsippany, New Jersey 


JERSEY CENTRAL POWER & LIGHT 
COMPANY 
Morristown, New Jersey 


METROPOLITAN EDISON COMPANY 
Berks County, Pennsylvania 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 


(70-6311) 
SUPPLEMENTAL ORDER AUTHORIZING FUR- 
THER PLEDGE OF COLLATERAL IN CONNEC- 


TION WITH SHORT-TERM NOTES TO BANKS 
BY SUBSIDIARY COMPANY 
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General Public Utilities Corporation (“GPU”), a 
registered holding company, and its electric utility 
subsidiaries, Jersey Central Power & Light Com- 
pany (“JCP&L”), Metropolitan Edison Company 
(“Met-Ed”), and Pennsylvania Electric Company 
(“Penelec’”), have filed with this Commission a fur- 
ther post-effective amendment to their application- 
declaration in this proceeding pursuant to Section 
6(b) of the Public Utility Holding Company Act of 
1935 (“Act”). 


By order dated June 19, 1979, (HCAR No. 21107), 
this Commission authorized GPU, JCP&L, Met-Ed, 
and penelec to issue, sell, and renew from time to 
time through October 1, 1981, their respective 
promissory notes (the “Notes’) having a maturity 
of not more than six months from the date of is- 
sue, pursuant to a revolving credit agreement with 
a syndicate of commercial banks (the “Loan 
Agreement’). Aggregate borrowings under the 
Loan Agreement are limited to $500,000,000, and 
Met-Ed’s borrowings thereunder are limited to 
$125,000,000. At the date of this filing, Met-Ed 
had $61,000,000 in borrowings outstanding under 
the Loan Agreement (including $13 million of first 
mortgage bonds sold to the banks pursuant to a 
further order in this proceeding dated January 28, 
1980 (HCAR No. 21410). The indebtedness under 
the Loan Agreement is secured by an uncondition- 
al guarantee given by GPU, as well as the pledge 
by GPU to the banks of the common stock of 
JCP&L, Met-Ed, Penelec, and GPU Service Cor- 
poration, and, in the cases of JCP&L and Met-Ed, 
certain other collateral. 


By order dated May 23, 1980, the Pennsylvania 
Public Utility Commission (“PaPUC”) established 
temporary base rates for Met-Ed and directed that 
the capital and operating costs associated with 
Met-Ed’s investment in Unit No. 1 of the Three 
Mile Island nuclear generating station be removed 
from Met-Ed’s retail base rates. By order dated 
August 28, 1980, the PaPUC denied Met-Ed’s pe- 
tition for extraordinary rate relief in the amount of 
$35 million and commenced proceedings with re- 
spect to Met-Ed’s request for an annual increase 
in retail base rates of approximately $76.5 million. 
In light of these actions, by letter dated September 
5, 1980, the agent banks advised that notwith- 
standing Met-Ed’s $125 million limit under the 
Loan Agreement, they did not expect Met-Ed to 
borrow in excess of its “Liquid Assets’, defined as 
an agregate of (i) $20 million (the value ascribed 
by the banks to the uranium Met-Ed has pledged 
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as collateral under the Loan Agreement), (ii) the 
amount of Met-Ed’s deferred energy account 
(which amount is expected to decline from time to 
time), and (iii) 80% of acceptable short-term liquid 
assets pledged to the banks, such as accounts re- 
ceivable. Moreover, the agent banks stated that 
Met-Ed’s total borrowings under this formula 
should not exceed $105 million. 


By order dated October 21, 1980 (HCAR No. 
21751), the Commission authorized Met-Ed to 
grant to the banks, as additional security for Met- 
Ed’s borrowings under the Loan Agreement, a first 
priority security interest in substantially all of Met- 
Ed’s existing and future accounts receivable, to- 
gether with the proceeds thereof, from the sale of 
electric energy to retail and wholesale customers. 
On November 14, 1980, Met-Ed pledged such ad- 
ditional collateral to the banks. 


By letter dated April 13, 1981, the agent banks ad- 
vised, among other things, that the order issued by 
the PaPUC on April 9, 1981, granting Met-Ed $51 
million of the approximately $76.5 million re- 
quested increase in annual retail base rates, was 
“only marginally acceptable under the circum- 
stances.” Moreover, the agent banks advised that 
the failure of the PaPUC to rule on Met-Ed’s com- 
plaint against the temporary base rates estab- 
lished by the PaPUC’s order of May 23, 1980, was 
‘“‘a matter for serious concern” and that there 
could be no assurance that without additional fa- 
vorable action by the PaPUC the banks would be 
able “as a matter of prudence to continue to make 
funds available to [Met-Ed] on the same formula 
basis as heretofore.” On May 8, 1981, the PaPUC 
voted to dismiss Met-Ed’s complaint against the 
temporary base rates established by the May 23, 
1980 order. 


As a consequence of the Commission’s May 8, 
1981, action, Met-Ed believes that the credit avail- 
able to it under the “liquid assets” formula will be 
reduced in the near future. Normal operation of the 
“liquid assets” formula currently restricts Met-Ed’s 
borrowings under the Loan Agreement to approxi- 
mately $64 million, and such amount is expected 
to decline (as the amount of Met-Ed’s deferred en- 
ergy balances continues to be reduced), notwith- 
standing any future reduction by the banks of Met- 
Ed’s credit under the “liquid assets” formula. As of 
the date of filing, Met-Ed’s borrowings under the 
Loan Agreement aggregated approximately $61 
million. Met-Ed expects that its immediate short- 
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term cash requirements will in the near term ap- 
proach and very possibly exceed its borrowing ca- 
pacity under the present “liquid assets” formula. 
In these circumstances, the agent banks have 
stated that there is no basis on which the banks 
could adjust their “liquid assets” formula absent 
Met-Ed’s furnishing additional collateral, such as a 
security interest in coal stockpiles, to secure its 
borrowings under the Loan Agreement. The agent 
banks have advised that if Met-Ed pledges coal 
stockpiles as additional collateral to the banks to 
secure borrowings under the Loan Agreement, the 
Banks would be willing to readjust the “liquid as- 
sets” formula to permit Met-Ed to borrow from time 
to time additional amounts not to exceed the less- 
er of (a) 50% of the market value from time to time 
of the coal stockpiles so pledged and (b) $5 mil- 
lion. 


Consequently, by this post-effective amendment, 
Met-Ed is requesting authority to grant to the 
banks as additional security for Met-Ed’s borrow- 
ings under the Loan Agreement a first priority se- 
curity interest in coal stockpiles. At May 31, 1981, 
the value of all of Met-Ed’s coal stockpiles was ap- 
proximately $13 million. Met-Ed recognized that 
approximately $4 million of its existing coal stock- 
piles have been financed by emergency coal sur- 
charge revenues collected from its customers pur- 
suant to the PaPUC’s order of February 20, 1981. 
Accordingly, to the extert required by any order of 
the PaPUC, Met-Ed will reserve from the security 
interest proposed to be granted to the banks an 
amount of coal equivalent in value to any unre- 
funded balance outstanding from time to time of 
such emergency coal surcharge revenues. 


In all other respects, the transactions as hereto- 
fore authorized by the Commission would remain 
unchanged. 


The PaPUC has authorized Met-Ed to issue and 
sell up to $150 million aggregate principal amount 
of Notes under the Loan Agreement and also to 
pledge its accounts receivable and its coal stock- 
piles to the banks as additional collateral under 
the Loan Agreement. No other state commission 
and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed trans- 
action. 


Upon the basis of the facts in the record, it is here- 
by found that the applicable standards of the Act 
and rules thereunder are satisfied: 
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IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as now amended, be, and 
it hereby is, granted and permitted to become ef- 
fective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the 
Act, except that the time for filing the certification 
thereunder is extended so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22126/July 8, 1981 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-6506) 


SUPPLEMENTAL ORDER EXTENDING PERIOD 
FOR SALE OF DEBENTURES 


The Columbia Gas System, Inc. (‘Columbia’), a 
registered holding company, has filed with this 
Commission a post-effective amendment to its 
application-declaration previously filed and 
amended pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (‘Act’) 
and Rule 50 thereunder. 


By a Commission order dated May 8, 1981 (HCAR 
No. 22042), Columbia was authorized to issue and 
sell at competitive bidding up to $125,000,000 
principal amount of % Debentures, Series 
Due June 1996. 


By post-effective amendment, Columbia seeks to 
postpone the debenture sale until the end of 1981 
due to the extremely high level of long-term inter- 
est rates and the unsettled conditions in the capi- 
tal market. Columbia requests the Commission to 
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extend the sixty day period provided by Rule 


24(c)(1) for carrying out the proposed sale through 
December 31, 1981. 


No additional fees are required for the proposed 
extension. It is stated that no state or federal com- 
mission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


Upon the basis of the facts in the record, it is here- 
by found that the applicable standards of the Act 
and the rules thereunder are satisfied. 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendment, be and hereby is, granted 
and permitted to become effective forthwith, ex- 
cept with respect to those matters over which ju- 
risdiction is herein reserved and subject to the 
terms and conditions prescribed in Rule 24 pro- 
mulgated under the Act, provided, however, that 
the period for consummating the proposed trans- 
actions shall be extended through December 31, 
1981. 


IT IS FURTHER ORDERED that jurisdiction be, 
and it hereby is, reserved with respect to: 


(1) Any changes in the terms of the 
draft supplemental indenture as 
now on file in this proceeding; and 

(2) Any changes in the fees and ex- 
penses incurred or estimated to be 
incurred with respect to the issu- 
ance and sale of the debentures. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22127/July 9, 1981 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
P.O. Box 551 
Little Rock, Arkansas 72203 


MISSISSIPPI POWER & LIGHT COMPANY 
P.O. Box 1640 
Jackson, Mississippi 39205 


(70-6614) 


NOTICE OF PROPOSAL BY PUBLIC UTILITY 
SUBSIDIARY TO SELL INTEREST IN 
GENERATING STATION AND RELATED FACILI- 
TIES TO AN ASSOCIATE PUBLIC UTILITY COM- 
PANY 


Arkansas Power & Light Company (“AP&L’) and 
Mississippi Power & Light Company (“MP&L”), 
each a public utility subsidiary of Middle South 
Utilities, Inc., a registered holding company, have 
filed an application-declaration and an amendment 
thereto with this Commission purusant to Sections 
9(a), 10, 12(d) and 12(f) of the Public Utility Hold- 
ing Company Act of 1935 (‘Act’) and Rule 44 pro- 
mulgated thereunder. 


MP&L proposes to purchase from AP&L a 25% un- 
divided ownership share of the Independence 
Steam Electric Station (‘Independence’), a coal- 
fired electric generating station located near 
Newark, Arkansas consisting of two 815 Mw units. 
AP&L’s present 56.5% interest in Independence 
will be reduced to 31.5% upon consummation of 
the proposed transaction. The other participants in 
Independence are Arkansas Electric Cooperative 
Corporation (35%), City Water & Light Plant of the 
City of Jonesboro, Arkansas (5%), City of Conway, 
Arkansas (2%), City of West Memphis, Arkansas 
(1%) and City of Osceola, Arkansas (0.5%) (col- 
lectively with AP&L, the “Participants’’). 


AP&L will sell the 25% ownership share in Inde- 
pendence to MP&L at its book cost at the time of 
sale (including, but substituting in place of allow- 
ance for funds used during construction, AP&L’s 
“cost of money”). As was the case with all sales to 
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the participants, the cost of money portion of the 
price will be calculated on a monthly basis starting 
from when expenditures were first made using 
AP&L’s monthly marginal cost of capital. 


In addition, AP&L will charge MP&L, as it did those 
Participants who were not originally applicants for 
the certificate of environmental compatibility and 
need, for an allocable share of its uncapitalized 
planning, licensing, design and construction costs 
for Independence. such charge will be at the rate 
of $50,000 per percent of MP&L’s 25% ownership 
share, an aggregate of $1,250,000, which sum will 
be payable at the closing. 


Assuming the closing occurs in September, 1981, 
AP&L estimates that MP&L would pay AP&L ap- 
proximately $79.9 million in respect of its 25% 
ownership share in Independence. In recognition 
of the fact that AP&L will not be liable for any actu- 
al taxes in the near future due to its earnings situ- 
ation and its participation in the Middle South con- 
solidated tax return, AP&L and MP&L will agree 
that the amount of the purchase price for Inde- 
pendence to be paid by MP&L at the closing will 
be reduced by an amount equal to AP&L’s de- 
ferred taxes with respect to such sale and that 
MP&L will pay such amounts to AP&L at such later 
date or dates as AP&L actually pays such federal 
income taxes. Therefore, actual payment due from 
MP&L to AP&L at the closing will be approximately 
$70.5 million. AP&L intends to apply the proceeds 
of the sale directly or indirectly to finance its con- 
struction program. 


Rather than making a cash payment at the closing 
for the portion of Independence comprising the 
pollution control facilities MP&L will, commencing 
with the date on which AP&L shall have expended 
certain deposited funds, pay 56.5% of the ongoing 
construction costs for such facilities until the ex- 
penditures of AP&L and MP&L with respect to 
such facilities are in the ratio of their respective 
ownership shares in Independence. Thereafter 
AP&L and MP&L will bear their respective owner- 
ship shares of construction cost for pollution con- 
trol facilities. 


The Operating Agreement provides that AP&L will 
manage, control, operate and maintain Independ- 
ence on behalf of the Participants and that AP&L 
and the Participants will share in the actual 
operating costs incurred by AP&L in proportion to 
their respective ownership shares. The Operating 
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Agreement also provides that each Participant, in 
accordance with its ownership share, will pay 
AP&L on a monthly basis for its otherwise 
unrecovered administrative expenses not charged 
directly to Independence or any other AP&L plant. 


AP&L presently owns 100% of the coal handling 
facilities located at the Independence site and in- 
tended for use in connection with Independence’s 
operation and is proposing to arrange to transfer 
them to an affiliated entity under financing ar- 
rangements which are the subject of a separate fil- 
ing with this Commission (File No. 70-6604). 


In the event such transfer is not arranged prior to 
the closing, AP&L will sell MP&L a 50% undivided 
ownership interest in the coal handling facilities at 
a cost equal to 50% of its book cost at the time of 
sale (including, but substituting in place of 
AFUDC, AP&L’s cost of money). In such event 
MP&L would pay approximately $20 million for its 
50% interest in the coal handling facilities. If AP&L 
has tranferred its interest in the coal handling facil- 
ities to an affiliated entity prior to the closing or if 
such transfer is imminent, AP&L will transfer and 
assign 50% of its interest in the affiliated entity to 
MP&L in consideration of MP&L assuming 50% of 
AP&L’s liabilities with respect to such affiliated 
entity. In such event MP&L would not be obligated 
to make a cash payment to AP&L for the interest 
being acquired. 


The application-declaration and amendmenis 
thereto are available for public inspection through 
the Commission’s Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by Au- 
gust 3, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicants-declarants at 
the addresses specified above. Proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. Any 
request for a hearing shall identify specifically the 
issues of fact or law that are disputed. A person 
who so requests will be notified of any hearing, if 
ordered, and will receive a copy of any notice or 
order issued in this matter. After said date, the 
application-declaration, as amended or as it may 
be further amended, may be granted and 
permitted to become effective. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11841 /July 2, 1981 


In the Matter of 


HUTTON INVESTMENT PARTNERSHIP | 
One Battery Park Plaza 
New York, New York 10004 


(813-49) 


NOTICE OF FILING OF APPLICATION PURSU- 
ANT TO SECTION 6(b) OF THE ACT FOR EX- 
EMPTION FROM ALL PROVISIONS OF THE ACT 
OR, ALTERNATIVELY, FROM SECTIONS 10(a), 
(b) AND (f), 14(a), 15(a), 16(a), 17(a), (d), (f) AND 
(g), 18(i), 23(c), 30(a), (b) AND (d), AND 32(a) 
AND PURSUANT TO SECTION 45(a) OF THE 
ACT FOR CONFIDENTIAL TREATMENT 


NOTICE IS HEREBY GIVEN that Hutton Invest- 
ment Partnership | (‘Partnership’), registered un- 
der the Investment Company Act of 1940 (‘Act’) 
as a closed-end, non-diversified management in- 
vestment company, filed an application on Sep- 
tember 16, 1980, and amendments thereto on De- 
cember 16, 1980, January 21, 1981, February 24, 
1981 and March 13, 1981, pursuant to Section 
6(b) of the Act for an order exempting the Partner- 
ship from all provisions of the Act or, alternatively, 
from Sections 10(a), 10(b), 10(f), 14(a), 15(a), 
16(a), 17(a), 17(d), 17(f), 17(g), 18(i), 23(c), 30(a), 
30(b), 30(d) and 32(a) of the Act. The application 
further requests an order pursuant to Section 
45(a) of the Act granting confidential treatment for 
certain periodic reports filed with the Commission 
under Section 30 of the Act. All interested persons 
are referred to the application on file with the 
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Commission for a statement of the representations 
contained therein, which are summarized below. 


The Partnership was organized as a limited part- 
nership under the laws of the State of New York 
on September 16, 1980. The Partnership repre- 
sents that it is one of a series of investment part- 
nerships which The E. F. Hutton Group Inc. 
(“Hutton”) proposes to establish for the exclusive 
benefit of certain officers and employees of Hutton 
and its subsidiaries. Participation in the Partner- 
ship will be limited to those directors of Hutton and 
officers and employees of Hutton and its subsidi- 
aries who earned a gross income of $36,000 or 
more from Hutton or its subsidiaries for the fiscal 
year ended December 31, 1980 (“Limited Part- 
ners’). The minimum initial capital contribution of 
each Limited Partner is 2.5 units of the Partner- 
ship at $1000 per unit which can be supplemented 
by the purchase of additional units to a maximum 
of 20 percent of such Limited Partner's income 
earned from Hutton or its subsidiaries for fiscal 
year 1980. 


According to the application, the Partnership will 
serve as an investment vehicle to permit the Limit- 
ed Partners to pool their investment resources and 
participate in various long-term speculative invest- 
ment opportunities which come to Hutton’s atten- 
tion and which are determined to be unsuitable in- 
vestments for Hutton or its subsidiaries. The 
Partnership further states that its investment ob- 
jective is long term growth of capital through in- 
vestment primarily in equity interests in energy, 
natural resource and real estate based assets, eq- 
uity of going concerns which may be leveraged 
buy-out, liquidation candiates and, to a a lesser 
extent, debt and equity investments in other ongo- 
ing public or private companies, start up ventures, 
tax-shelter investments and marketable securities. 


Hipco Inc., a Delaware corporation and wholly- 
owned subsidiary of Hutton, is the general partner 
of the Partnership and will be exclusively respon- 
sible for its management, including the direction of 
the Partnership’s investment activities and day to 
day operations (“General Partner’). The directors 
and officers of the General Parrtner must be em- 
ployees of Hutton or its subsidiaries (and may 
also, but need not, be Limited Partners of the Part- 
nership) and are selected solely by Hutton without 
consultation with the Limited Partners. Of the prof- 
its and losses of the Partnership, 1% will be allo- 
cated to the General Partner on the basis of the 
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General Partner's contribution of 1% of the Part- 
nership’s capital, and 99% will be allocated among 
the Limited Partners. No compensation will be 
paid to the General Partner or to directors and offi- 
cers of the General Partner for services (other 
than reimbursement for reasonable and necessary 
out-of-pocket expenses incurred during the course 
of conducting the Partnership’s business). Stock 
brokerage services for the Partnership will be per- 
formed by Hutton subsidiaries without compensa- 
tion other than out-of-pocket expenses. 


The Partnership further represents that it will send 
the Limited Partners annual reports regarding its 
operations and assets which will contain financial 
statements of the Partnership provided by Hutton 
and will disclose, together with other information, 
the outstanding borrowings of the Partnership dur- 
ing the period covered. In addition, within 60 days 
after the end of each tax fiscal year of the Partner- 
ship a report will be transmitted to each Limited 
Partner setting forth information with respect to his 
income, gains and losses, for federal income tax 
purposes, resulting from the operation of the Part- 
nership during such tax fiscal year. According to 
the application, the Partnership can be dissolved 
upon: the resignation, withdrawal, dissolution or 
bankruptcy of the General Partner, the Partnership 
becoming insolvent, the sale of all or substantially 
all of the Partnership’s assets or the affirmative 
vote of Limited Partners owning more than 50 per- 
cent of the then outstanding units of the Partner- 
ship held by all Limited Partners. 


Section 2(a)(13) of the Act provides that, “Employ- 
ees’ securities company” means any investment 
company or similar issuer all of the outstanding 
securities of which (other than short-term paper) 
are beneficially owned (A) by the employees or 
persons on retainer of a single employer or of two 
or more employers each of which is an affiliated 
company of the other, (B) by former employees of 
such employer or employers, (C) by members of 
the immediate family of such employees, persons 
on retainer, or former employees, (D) by any two 
or more of the foregoing classes of persons, or (E) 
by such employer or employers together with any 
one or or more of the foregoing classes of per- 
sons.” Section 6(b) of the Act provides that, “Upon 
application by any employees’ security (sic) com- 
pany, the Commission shall by order exempt such 
company from the provisions of the Act and of the 
rules thereunder, if and to the extent that such ex- 
emption is consistent with the protection of inves- 
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tors. In determining the provisions to which such 
an order shall apply, the Commission shall give 
due weight, among other things, to the form of or- 
ganization and the capital structure of such com- 
pany, the persons by whom its voting securities, 
evidences of indebtedness, and other securities 
are owned and controlled, the prices at which se- 
curities issued by such company are sold and the 
sales load thereon, the disposition of the proceeds 
of such sales, the character of the securities in 
which such proceeds are invested, and any rela- 
tionship between such company and the issuer of 
any such security.” 


The Partnership asserts that it meets the definition 
of an “employees’ securities company” contained 
in Section 2(a)(13) of the Act and should, as such, 
be exempted from all provisions of the Act. 
Alternatively, the Partnership requests that the 
Commission issue an order pursuant to Section 
6(b) of the Act exempting it, to the extent noted 
below, from the following specific provisions of the 
Act: 


(a) Section 10(a) of the Act provides that no regis- 
tered investment company shall have a board of 
directors more than 60 percent of the members of 
which are interested persons of such registered 
company. The Partnership requests an exemption 
from Section 10(a) to permit it to be managed 
solely by the General Partner and to permit all of 
the directors and officers of the General Partner to 
be persons who are employees of Hutton or its 
subsidiaries. 


(b) Section 10(b)(1) of the Act provides that no 
registered investment company shall employ as 
regular broker any director, officer, or emplopyee 
of such registered company, or any person of 
which any such director, officer, or employee is an 
affiliated person, unless a majority of the board of 
directors of such registered company shall be per- 
sons who are not such brokers or affiliated per- 
sons of any of such brokers. Section 10(b)(2) of 
the Act further makes it unlawful for a registered 
investment company to use as a principal under- 
writer of securites issued by it any director, officer, 
or employee of such registered company or any 
person of which any such director, officer or em- 
ployee is an interested person, unless a majority 
of the board of directors of such registered compa- 
ny shall be persons who are not such principal un- 
derwriters or interested persons of any of such 
principal underwriters. The Partnership requests 
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an exemption from Section 10(b) of the Act to per- 
mit it to employ as broker and principal underwriter 
a Hutton subsidiary affiliated with the General 
Partner. 


(c) Section 10(f) of the Act provides, in relevant 
part, that no registered investment company shall 
knowingly purchase or otherwise acquire, during 
the existence of any underwriting or selling syndi- 
cate, any security (except a security of which such 
company is the issuer) a principal underwriter of 
which is an officer, director, member of an adviso- 
ry board, investment adviser, or employee of such 
registered company, or is a person of which any 
such officer, director, member of an advisory 
board, investment adviser, or employee is an affili- 
ated person. Rule 10f-3 promulgated under the 
Act provides an exemption from the prohibition of 
Section 10(f), provided that certain specified con- 
ditions are met. The Partnership requests an ex- 
emption from Section 10(f) of the Act to permit it to 
purchase securities through an underwriting or 
selling syndicate of which a Hutton subsidiary acts 
as principal underwriter. The Partnership asserts 
that it is unable to avail itself of the conditional re- 
lief from Section 10(f) of the Act provided by Rule 
10f-3 because, due to its unique structure, it lacks 
any disinterested directors to perform the tasks re- 
quired by paragraph (h) of Rule 10f-3. Neverthe- 
less, for purposes of the exemption requested, the 
Partnership undertakes to otherwise comply with 
all the remaining provisions of Rule 10f-3. 


(d) Section 14(a) of the Act provides, in pertinent 
part, that no registered investment company shall 
make an initial public offering of its securities un- 
less it has a net worth of $100,000. The Partner- 
ship requests an exemption from Section 14(a) to 
the extent necessary to permit it to offer limited 
partnership interests to employees of Hutton and 
its subsidiaries prior to the time the Partnership 
has a net worth of $100,000. 


(e) Section 15(a) of the Act provides, among other 
things, that no person shall act as an investment 
adviser of a registered investment company ex- 
cept pursuant to a written contract which has been 
approved by the vote of a majority of the outstand- 
ing voting securities of such registered investment 
company and which may be terminated at any 
time without penalty by the board of directors of 
such investment company, or by vote of a majority 
of the outstanding voting securities of such com- 
pany. The Partnership requests an exemption 
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from Section 15(a) of the Act to permit Hutton sub- 
sidiaries to act from time to time as an investment 
adviser to the Partnership without a written con- 
tract which has been approved by the Limited 
Partners. The Partnership asserts that a written 
advisory contract is not necessary because all of 
its investment decisions will be made by the Gen- 
eral Partner, which will not be compensated there- 
for. In addition, the Partnership will not be paying 
any commissions or finders fees to either the 
General Partner and its officers, directors and em- 
ployees, or to any other persons within or without 
the Hutton organization. 


(f) Section 16(a) of the Act provides, among other 
things, that no person shall serve as a director of a 
registered investment company unless elected to 
that office by the holders of the outstanding voting 
securities of such company at an annual or special 
meeting duly called for such purpose. The Part- 
nership requests an exemption from Section 16(a) 
of the Act to permit Hutton to appoint and replace 
directors of the General Partner without the vote of 
the Limited Partners. The Partnership anticipates 
that at all times the officers and directors of the 
General Partner will also be members of the sen- 
ior management of Hutton. 


(g) Section 17(a) of the Act, in pertinent part, pro- 
hibits an affiliated person of a registered invest- 
ment company or any affiliated person of such an 
affiliated person, acting as principal, from know- 
ingly purchasing or selling any security or other 
property from or to such registered company, sub- 
ject to certain exceptions. The Partnership re- 
quests an exemption from Section 17(a) of the Act 
to permit it to enter into transactions with Hutton 
subsidiaries involving the purchase and sale of 
short-term securities pending final investment of 
its liquid funds. It is contemplated that such short 
term investments will be purchased from, and sold 
to subsidiaries of Hutton at market value and with- 
out payment of brokerage fees (other than reim- 
bursement of expenses). 


(h) Section 17(d) of the Act and Rule 17d-1 there- 
under provide, in pertinent part, that it shall be un- 
lawful for any affiliated person of a registered in- 
vestment company, or any affiliated person of 
such a person, acting as principal, to participate in 
or effect any transaction in connection with any 
joint enterprise or other joint arrangement in which 
such registered company, or company controlled 
by such registered company, is a participant un- 
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less an application regarding such joint enterprise 
or arrangement has been filed with the Commis- 
sion and an order granting such application has 
been issued. The Partnership requests an exemp- 
tion from Section 17(d) of the Act to permit it to en- 
gage in transactions in which certain affiliated per- 
sons of the Partnership may also be participants 
without filing an application with the Commission. 
The Partnership asserts that, due to the number 
and sophistication of the potential Limited Part- 
ners of the Partnership, and affiliated persons of 
such Limited Parters, strict compliance with the re- 
quirements of Section 17(d) of the Act may force it 
to preclude many otherwise attractive investment 
opportunities simply because Limited Partners 
are, or plan to become, joint participants. 


The Partnership has undertaken that it will not 
make any investment in which any officer, director 
or employee of the General Partner is a participant 
or plans concurrently or otherwise directly or indi- 
rectly to become a participant. The Partnership 
represents that all investments made concurrently 
with its affiliates, or affiliated persons of Hutton, 
will be made by the Partnership on the same basis 
as such affiliates. The Partnership further repre- 
sents that the officers and directors of the General 
Partner specificallly represent that they will be 
subject to the provisions of Sections 57(f)(3) and 
57(h) of the Act and will, at all times, comply with 
the requirements of those sections. With respect 
thereto, it is represented that all minutes of meet- 
ings of the Board of Directors of the General Part- 
ner, including all procedures adopted by the Gen- 
eral Partner in connection with its evaluation of 
investments, will be available for inspection by the 
Limited Partners. Finally, it is represented that the 
officers and directors of the General Partner will 
review each investment situation in which an affili- 
ated person is concurrently participating and make 
a determination that any such investment by such 
an affiliate would not disadvantage the Partnership 
in making the same investment, maintaining its in- 
vestment position or disposing of such position. 


(i) Section 17(f) of the Act and Rule 17f-1 thereun- 
der provide, in pertinent part, that no registered 
management investment company shall place or 
maintain any of its securities or similar invest- 
ments in the custody of a company which is a 
member of a national securities exchange as de- 
fined in the Securities Exchange Act of 1934 ex- 
cept pursuant to a written contract which shall 
have been approved by a majority of the board of 
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directors of such investment company. The Part- 
nership requests an exemption from Section 17(f) 
of the Act to the extent necessary to permit Hutton 
or its subsidiaries, to act as custodian without a 
written contract. The Partnership asserts that, with 
the exception of a written contract, it will otherwise 
comply with all the remaining provisions of Rule 
17f-1. 


(j) Section 17(g) of the Act and Rule 17g-1(d) 
thereunder provide, as relevant here, that the fi- 
delity bond protecting investors of a registered 
management investment company against larceny 
and embezzlement of its officers and employees 
be approved by a majority of the board of directors 
who are not “interested persons” of the invest- 
ment company. The Partnership seeks an exemp- 
tion from Section 17(g) of the Act to the extent 
necessary to permit the Partnership to comply with 
Rule 17g-1 without the necessity of having a ma- 
jority of the Board of Directors of the General Part- 
ner which are not “interested persons” take such 
action and make such approvals as set forth in the 
rule. Except as stated above, the Partnership in- 
tends otherwise to comply with the remaining re- 
maining requirements of Rule 17g-1. 


(k) Section 18(i) of the Act provides, in pertinent 
part, that every share of stock issued by a regis- 
tered management company shall be a voting 
stock and have equal voting rights with every other 
outstanding voting stock: The Partnership re- 
quests an exemption from Section 18(i) of the Act 
to the extent necessary to permit it to issue limited 
partnership interests which do not have the right to 
vote on investment advisory contracts, or to ap- 
point and replace the directors of the General 
Partner, or the right to ratify or reject the selection 
of independent certified public accountants for the 
Partnership. 


(|) Section 23(c)(3) of the Act permits a closed-end 
investment company to purchase its own securi- 
ties under such circumstances as the Commission 
may permit by rules and regulations or orders for 
the protection of investors in order to insure that 
such purchases are made in a manner or on a ba- 
sis which does not unfairly discriminate against 
any holders of the class or classes of securities to 
be purchased. Rule 23c-1(a) under the Act recites 
the conditions under which a registered closed- 
end company may purchase for cash securities of 
which it is the issuer other than on a securities ex- 
change or pursuant to tenders. The Partnership 
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seeks an exemption from Section 23(c)(3) to per- 
mit it to repurchase limited partnership interests in 
the Partnership pursuant to the terms of the 
Amended Agreement of Limited partnership 
(“Agreement”). The Partnership asserts that it 
cannot satisfy the condition set forth in Rule 
23c-1(a)(4) because in each repurchase the seller 
of the limited partnership interest (i.e., the Limited 
Partner) would be an affiliated person of the Part- 
nership. Nevertheless, for purposes of the exemp- 
tion, the Partnership undertakes to otherwise com- 
ply with the conditions set forth in paragraphs (5), 
(6), (7), (8), (9), and (11) of the rule which it views 
as relevant to its unique structure. 


(m) Sections 30(a), 30(b) and 30(d) of the Act and 
the rules thereunder generally require that regis- 
tered investment companies prepare and file with 
the Commission and prepare and mail to their 
shareholders certain periodic reports and financial 
statements. The Partnership seeks exemptions 
from Sections 30(a), (b) and (d) of the Act to the 
extent necessary to exempt it from filing quarterly 
and annual reports with the Commission, and to 
permit it to report only annually to the Limited Part- 
ners concerning its portfolio securities in the man- 
ner prescribed by the Agreement. The Partnership 
represents that, pursuant to the Agreement, the 
Limited Partners must receive all the information 
that would have been included in such reports filed 
with the Commission under Sections 30(a) and (b) 
of the Act. The Partnership further asserts that it 
will not be trading a portfolio but, rather, will be 
holding relatively large investments over long peri- 
ods of time. In view of the lack of trading or public 
market for limited partnership interests, the Part- 
nership submits that it would be consistent with 
the protection of investors to allow it to transmit 
annual reports to the Limited Partners instead of 
semi-annual reports as required by Section 30(d) 
of the Act. 


The Partnership further requests that to the extent 
that it will be required to file reports with the Com- 
mission under Section 30 of the Act, such filings 
be granted confidential treatment under Section 
45(a) of the Act which provides in pertinent part 
that information filed with the Commission shall be 
made available to the public, unless and except in- 
sofar as the Commission by order upon applica- 
tion, finds that public disclosure is neither neces- 
sary nor appropriate in the public interest or for the 
protection of investors. The Partnership asserts 
that confidential treatment is being sought be- 
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cause public dissemination of its investment port- 
folio would put Hutton at a competitive disadvan- 
tage. The Partnership further asserts that the 
investment situations in which it proposes to invest 
are not generally available to the public and if 
made public may create an impression or expecta- 
tion not warranted in Hutton’s industry. 


(n) Section 32 of the Act provides, among other 
things, that the selection of independent public ac- 
countants must be ratified by the shareholders of 
the investment company. The Partnership re- 
quests an exemption from Section 32(a) of the Act 
to permit the General Partner to select independ- 
ent certified public accountants for the Partnership 
without submitting such selection to the Limited 
Partners for rejection or ratification. 


The Partnership asserts that the above exemp- 
tions are necessary or relevant to its unique oper- 
ation as an employees’ securities company organ- 
ized and conceived by, and for the sole benefit of, 
the officers and employees of Hutton and its sub- 
sidiaries. The Partnership represents that no sales 
load or other compensation (other than out-of- 
pocket expenses) is payable to the General Part- 
ner, Hutton or any affiliated person. The Partner- 
ship further asserts that, in view of the fact that all 
of the participants in the Partnership will either be 
officers or employees of Hutton or its subsidiaries, 
a substantial community of interest exists between 
these persons which obviates the need for the pro- 
tections provided by these sections of the Act. The 
Partnership states that the exemptions are neces- 
sary to insure that this community of interest is 
maintained and the Partnership is operated to 
achieve the purposes intended. 


Accordingly, the Partnership submits that an order 
pursuant to Section 6(b) of the Act, exempting it, 
to the extent requested herein, from the provisions 
of Sections 10(a), (b) and (f), 14(a), 15(a), 16(a), 
17(a), (d), (f) and (g), 18(i), 23(c), 30(a), (b) and 
(d) and 32(a) of the Act and an order granting con- 
fidential treatment pursuant to Section 45(a) of the 
Act would be consistent with the protection of in- 
vestors. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 27, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
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any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon the Partnership 
at the address stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued 
as of course following said date unless the Com- 
mission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a 
hearing is ordered, will receive any notices and or- 
ders issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11842/July 2, 1981 


In the Matter of 


NATIONAL PLAN, INCORPORATED 
Room 708 

1500 Walnut St. 

Philadelphia, PA 19102 


(811-440) 


NOTICE OF PROPOSAL TO TERMINATE REG- 
ISTRATION PURSUANT TO SECTION 8(f) OF 
THE ACT 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Invest- 
ment Company Act of 1940 (‘Act’), to declare by 
order on its own motion that National Plan, Incor- 
porated (“Plan”), registered under the Act as a 
unit investment trust, has ceased to be a unit in- 
vestment trust as defined by the Act. All interested 
persons are hereby given an opportunity to re- 
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quest a hearing. Unless a hearing is ordered, the 
Commission’s order will be issued as of course. 


The Plan, organized under the laws of 
Pennsylvania, filed a Notification of Registration 
pursuant to Section 8(a) of the Act of May 10, 
1941. Information contained in the files indicates 
that Plan made no further filings of any kind. Fur- 
thermore, the Plan has not offered any of its secu- 
rities to the public since about November of 1939. 
The staff has contacted a representative of the Bu- 
reau of Account Settlement, Division of Licensing 
and Bonding, of the Commonwealth of 
Pennsylvania and was advised that the Plan was 
dissolved in accordance with Pennsylvania law in 
about 1958. 


Section 8(f) of the Act provides, in pertinent part, 
that when the Commission, on its own motion, 
finds that a registered investment company has 
ceased to be an investment company, it shall so 
declare by order and upon the effectiveness of 
such order, the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 27, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon the Plan at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application will be issued as 
of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11843/July 2, 1981 


In the Matter of 


TRUSTEED INCOME ESTATES CERTIFICATES 
ORIGINAL SERIES 

919 18th Street, N.W. 

Washington, D.C. 20006 


(811-110) 


ORDER TERMINATING REGISTRATION PUR- 
SUANT TO SECTION 8(f) OF THE ACT 


On May 29, 1981, a notice was issued (Investment 
Company Act Release No. 11799) of a proposal 
by the Commission, pursuant to Section 8(f) of the 
Investment Company Act of 1940 (“Act”), to de- 
clare by order on its own motion that Trusteed In- 
come Estates Certificates Original Series 
(“Fund”), registered under the Act as a unit invest- 
ment trust, has ceased to be an investment com- 
pany as defined by the Act. The notice gave inter- 
ested persons an opportunity to request a hearing 
and stated that an order terminating the registra- 
tion of the Fund would be issued as of course un- 
less a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found 
that the Fund has ceased to be an investment 
company as defined by the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the 
Act, that the registration under the Act of Trusteed 
Income Estates Certificates Original Series shall 
forthwith cease to be in effect. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT ACT OF 1940 
Release No. 11844/July 2, 1981 


In the Matter of 


BANQUE FRANCAISE DU COMMERCE 
EXTERIEUR 
and 
BFCE US FINANCE CORPORATION 
% Peter H. Darrow, Esq. 
Cleary, Gottlieb, Steen & Hamilton 
One State Street Plaza 
New York, New York 10004 


(812-4809) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANTS FROM ALL 
PROVISIONS OF THE ACT 


On January 21, 1981, Banque Francaise du Com- 
merce Exterieur (“BFCE’) and BFCE US Finance 
Corporation (“BFCE US Finance’) (together, ‘Ap- 
plicants”’) filed an application, with an amendment 
thereto on May 8, 1981, for an order of the Com- 
mission pursuant to Section 6(c) of the Investment 
Company Act of 1940 (‘Act’), exempting Appli- 
cants from all provisions of the Act. The exemptive 
order was sought in connection with the issuance 
and sale of commercial paper (‘Notes’) in the 
United States by BFCE US Finance. 


On May 28, 1981, a notice was issued (Investment 
Company Act Release No. 11543) of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 
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The matter having been considered, it is found 
that the granting of the requested exemption is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that Applicants are exempted from all provi- 
sions of the Act, subject to the following condi- 
tions: (1) Applicants will ensure that each dealer in 
the Notes will provide each offeree prior to any 
sale of Notes to that offeree with a memorandum 
which describes the business of BFCE and BFCE 
US Finance and contains the financial statements 
contained in BFCE’s most recently filed Form 18-K 
or, if and when BFCE shall cease to be required to 
file that annual report, BFCE’s most recently pub- 
licly available official financial statements exam- 
ined by its statutory auditors in accordance with 
generally accepted accounting standards in 
France; that the memorandum will include or be 
accompanied by a paragraph highlighting the ma- 
terial differences between French accounting 
standards applicable to French banks and gener- 
ally accepted accounting principles employed by 
United States banks; and that the memorandum 
will be updated as promptly as practicable to re- 
flect material adverse changes in BFCE’s busi- 
ness and financial status and will be at least as 
comprehensive as those customarily used in offer- 
ing commercial paper in the United States; and (2) 
Applicants will ensure that in any future offerings 
of Applicants’ debt securities in the United States, 
offerees will be provided prior to any sale of the 
securities with disclosure documents no less com- 
prehensive than is customary for offerings of simi- 
lar debt securities in the United States. 


For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11845/July 2, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6325/July 2, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11846/July 2, 1981 


In the Matter of 


SIERRA CAPITAL COMPANY 
4929 Wilshire Blvd. 
Los Angeles, CA 90010 


(811-1096) 


NOTICE OF FILING OF APPLICATION PURSU- 
ANT TO SECTION 8(f) OF THE ACT FOR AN OR- 
DER DECLARING THAT APPLICANT HAS 
CEASED TO BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Sierra Capital 
Company (‘Applicant’), registered under the In- 
vestment Company Act of 1940 (‘‘Act’’) as a 
closed-end, non-diversified, management invest- 
ment company, filed an application on June 5, 
1980, and an amendment thereto on June 1, 1981, 
pursuant to Section 8(f) of the Act, and Rule 8f-1 
thereunder, for an order of the Commission 
declaring that Applicant has ceased to be an in- 
vestment company as defined by the Act. All inter- 
ested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Applicant states that on September 5, 1961, it reg- 
istered under the Act, and that on the same date it 
filed a registration statement pursuant to the Se- 
curities Act of 1933 with respect to a minimum of 
1,000,000 shares and a maximum of 1,100,000 
shares of its common stock. Applicant further 
states that it commenced a public offering of its 
shares immediately after that registration state- 
ment was declared effective by the Commission 
on January 3, 1962. According to the application, 
Applicant's shareholders approved on July 12, 
1966 a plan to liquidate Applicant and on the same 
date, Applicant filed with the Secretary of the State 
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of California a certificate of election to wind up and 
dissolve. 


The application states that subsequent to the vote 
for liquidation, Applicant's board of directors has, 
from time to time over the past fourteen years, au- 
thorized liquidating distributiions to shareholders 
on apro rata basis, and that, at meetings held on 
November 6, 1979, and March 28, 1980, the board 
of directors approved the plan for the final winding 
up of Applicant’s affairs. The application further 
states that on March 28, 1980, Applicant 
transferred substantially all of its remaining assets 
to its wholly-owned subsidiary, Unicorn Re- 
sources, Inc. (“Unicorn”) and distributed the stock 
of Unicorn to holders of Applicant’s outstanding 
common stock on a pro rata basis. The assets 
transferred by Applicant to Unicorn are described 
as consisting principally of cash items in an 
amount slightly in excess of $200,000, land and 
related real estate with a relatively low value ac- 
cording to Applicant’s books, and notes receivable 
arising out of the prior installment sale of addition- 
al land. According to the financial statements of 
Unicorn filed by Applicant, the assets of Unicorn 
have remained substantially unchanged during the 
11-month period ending February 28, 1981. 


Applicant states that it followed the above- 
described procedure in completing its winding up 
and dissolution primarily because of the problem 
posed by the real estate owned by Applicant and 
the notes receivable arising out of the prior sale of 
similar real estate. Applicant asserts that the real 
estate and notes were incapable of being distrib- 
uted to its shareholders, and require ongoing su- 
pervision, which Unicorn can provide. 


Applicant further states that its board of directors 
determined (1) that the retention of liquid assets of 
the value of approximately $200,000 was neces- 
sary to provide Unicorn with sufficient income so 
that Unicorn could pay the taxes and other ex- 
penses related to the retained real estate and 
notes and not operate at a loss; and (2) that Uni- 
corn could not afford to operate as a registered in- 
vestment company and, therefore, included a spe- 
cific provision in Unicorn’s Articles of Incorporation 
prohibiting it from acting as an “investment com- 
pany,” as defined by the Act. Applicant has 
submitted a letter from Unicorn’s bank, Security 
Pacific National Bank, confirming that Unicorn’s 
liquid assets, in the amount of approximately 
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$215,000 (consisting solely of government securi- 
ties) are held in custody by that bank. 


Applicant represents that all minority holders of its 
capital stock were given all rights to which they 
were entitled under California law in connection 
with the winding up and dissolution, and that it ef- 
fected the distribution of assets in conformity with 
the relevant provisions of the California Corpora- 
tions Code. Applicant further states that in order to 
ensure compliance with the Securities Act of 1933, 
it decided to obtain an exemption from that Act un- 
der the requirements of Section 3(a)(10) of that 
Act, and accordingly, Unicorn filed an applicantion 
with the Department of Corporations of the State 
of California for authority to issue shares of its 
common stock pro rata to the holders of Appli- 
cants’ capital stock. In this connection, Applicant 
requested and was granted, a hearing on the fair- 
ness of the terms and conditions of such issuance 
and distribution, and all holders of Applicants’ cap- 
ital stock were notified of such hearing. The Com- 
missioner of Corporations issued the requested 
authority and approved the fairness of the terms 
and conditions of the issuance of Unicorn’s stock, 
following the hearing, at which no shareholder of 
Applicant appeared. 


Finally, Applicant states that, following issuance of 
the requested order, it will file with the Secretary 
of State of the State of California a ‘certificate of 
winding up and dissolution” which will complete 
the winding up and dissolution of Applicant under 
California law. 


Section 8(f) of the Act provides, in part, that when 
the Commission upon application finds that a reg- 
istered investment company has ceased to be an 
investment company, it shall so declare by order 
and, upon the taking effect of such order, the reg- 
istration of such company shall cease to be in ef- 
fect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 27, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 


58/SEC DOCKET 


D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application will be issued as 
of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11847/July 6, 1981 


In the Matter of 


RIDDLE DAILY INTEREST, INC. 
% Byron Michael Riddle 

3305 Northland Drive 

Suite 100 

Austin, TX 78731 


(811-2548) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT APPLICANT HAS 
CEASED TO BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Byron Michael 
Riddle, on behalf of Riddle Daily Interest, Inc. 
(“Riddle”), which is registered under the Invest- 
ment Company Act of 1940 (‘Act’) as an open- 
end, diversified, management investment compa- 
ny, filed an application on June 15, 1981, for an 
order of the Commission pursuant to Section 8(f) 
of the Act, declaring that Riddle has ceased to be 
an investment company. All interested persons are 
referred to the application on file with the Commis- 
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sion for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant states that Riddle registered under the 
Act on November 27, 1974, but never made a pub- 
lic offering of its securities and has not operated in 
over five years. The application further states that 
Riddle has no assets and no shareholders, and 
has no legal existence under the laws of the State 
of Texas. 


Section 8(f) of the Act provides, in part, that when 
the Commission upon application finds that a reg- 
istered investment company has ceased to be an 
investment company, it shall so declare by order 
and, upon the taking effect of such order, the reg- 
istration of such company shall cease to be in ef- 
fect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 31, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application will be issued as 
of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11848/July 7, 1981 


In the Matter of 


PIA ASSET CASH TRUST 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4901) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER OF THE COMMISSION PURSUANT TO 
SECTION 6(c) OF THE INVESTMENT COMPANY 
ACT OF 1940 GRANTING EXEMPTIONS FROM 
THE PROVISIONS OF SECTION 2(a)(41) OF 
THE ACT AND RULES 2a-4 AND 22c-1 THERE- 
UNDER. 


NOTICE IS HEREBY GIVEN that PIA Asset Cash 
Trust (“Applicant”), registered under the Invest- 
ment Company Act of 1940 (‘Act’) as an open- 
end, diversified, management investment compa- 
ny, filed an application on June 22, 1981, 
requesting an order of the Commission, pursuant 
to Section 6(c) of the Act, exempting Applicant 
from the provisions of Section 2(a)(41) of the Act 
and Rules 2a—4 and 22c-1 under the Act to the 
extent necessary to permit Applicant to value its 
portfolio assets pursuant to the amortized cost 
method of valuing portfolio securities. All interest- 
ed persons are referred to the application on file 
with the Commission for a statement of the repre- 
sentations contained therein which are summa- 
rized below. 


Applicant states that it is a “money market” fund 
organized as a Massachusetts business trust and 
that Income Research Corporation, a subsidiary of 
Federated Investors, Inc., serves as Investment 
Adviser to Applicant. Applicant further states that it 
is designed as an investment vehicle for members 
of the Printing Industries of America (“PIA”), em- 
ployees of members of PIA, associate members of 
PIA and employees thereof, suppliers of PIA and 
employees of suppliers, and family members of all 
such persons, with temporary cash balances or 
cash reserves seeking stability of principal and 
current income consistent with stability of princi- 
pal. Applicant’s porifolio may be invested in a vari- 
ety of money market instruments including U.S. 
Government obligations, instruments of banks and 
savings and loan associations which are members 
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of the FDIC or FSLIC, prime commercial paper, re- 
purchase agreements and reverse repurchase 
agreements. Applicant states that the average ma- 
turity of the money market instruments comprising 
its entire portfolio (computed on a dollar weighted 
basis) will not exceed 120 days. 


According to the application, Applicant does not 
invest in instruments issued by banks or savings 
and loan associations unless: (a) at the time of in- 
vestment they have capital, surplus and undivided 
profits in excess of $100,000,000 at the date of 
their most recently published financial statements; 
or (b) the principal amount of the instrument is in- 
sured in full by the Federal Deposit Insurance Cor- 
poration or the Federal Savings and Loan Insur- 
ance Corporation. The application states that the 
investments in commercial paper are limited to 
commercial paper rated A-1 by Standard & Poor’s 
Corporation, Prime-1 by Moody’s Investors Serv- 
ice or F-1 by Fitch Investors Service. 


The order requested herein would exempt Appli- 
cant from the provisions of Section 2(a)(41) of the 
Act and Rules 2a-4 and 22c-1 thereunder. Sec- 
tion 2(a)(41) of the Act defines value to mean: (1) 
with respect to securities for which market quota- 
tions are readily available, the market value of 
such securities and, (2) with respect to other secu- 
rities and assets, fair value as determined in good 
faith by the investment company’s board of direc- 
tors. 


Rule 22c-1 provides, in part, that no registered in- 
vestment company issuing any redeemable secu- 
rity, and no principal underwriter of or dealer in 
any such security shall sell, redeem or repurchase 
any such security except at a price based on the 
current net asset value of such security which is 
next computed after receipt of a tender of such se- 
curity for redemption or of an order to purchase or 
sell such security. 


Rule 2a—4 provides, as here relevant, that the cur- 
rent net asset value of a redeemable security is- 
sued by a registered investment company used in 
computing its price for the purposes of distribution, 
redemption, and repurchase shall be an amount 
which reflects calculations, whether or not re- 
corded in the books of account, made substantially 
in accordance with the provisions of that rule, with 
estimates used where necessary or appropriate. 
Rule 2a—4 further states that portfolio securities 
with respect to which market quotations are readi- 
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ly available shall be valued at current market 
value, and other securities and assets shall be 
valued at fair value as determined in good faith by 
the board of directors of the registered investment 
company. Prior to the filing of this application, the 
Commission expressed its view that, inter alia: 
(1) Rule 2a—4 under the Act requires that portfolio 
instruments of “money market” funds be valued 
with reference to market factors, and (2) it would 
be inconsistent generally with the provisions of 
Rule 2a—4 for a “money market” fund to value its 
portfolio instruments on an amortized cost basis 
(Investment Company Act Release No. 9786, May 
1, 1977). 


Section 6(c) of the Act provides, in part, that upon 
application the Commission may conditionally or 
unconditionally exempt any person, security, or 
transaction, or any class or classes of persons, 
securities, or transactions, from any provision or 
provisions of the Act or any rule or regulation 
thereunder, if and to the extent that such exemp- 
tion is necessary or appropriate in the public inter- 
est and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


In support of its request for exemptive relief Appli- 
cant states that investors are not concerned with 
the theoretical difference which might occur be- 
tween yield achieved through pricing to some sort 
of ‘‘market’’ and yield computed by using the 
amortized cost valuation method. However, ac- 
cording to Applicant investors are adamant that 
the daily income declared by Applicant reflect in- 
come as earned using the amortized cost method, 
and that such income not exhibit volatility which 
may occur when changes in so-called “market” 
prices cause unreal and artificial changes in yield 
on a daily or weekly basis. 


Applicant further states that experience indicates 
that two features are necessary in a “money mar- 
ket” fund: (1) certainty of stability of principal and 
(2) steady flow of predictable and competitive in- 
vestment income. Applicant asserts that by main- 
taining a portfolio of high quality, short-term mon- 
ey market instruments valued at amortized cost 
they can provide these features to investors. Ap- 
plicant represents that its board of trustees has 
properly determined in good faith under the provi- 
sions of the Act to value the portfolio of Applicant 
by use of the amortized cost method and that this 
method is in the best interests of its shareholders. 
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Applicant further represents that: (1) its board of 
trustees has determined in good faith, in light of 
the characteristics of Applicant, that the amortized 
cost method of valuation of portfolio instruments is 
appropriate and preferable to the use of a market 
based valuation method, and (2) its board of trust- 
ees has further determined to continuously moni- 
tor valuations indicated by methods other than 
amortized cost (and has directed the Executive 
Committee of the board to make reports to it) so 
that any necessary changes in the valuation meth- 
od may be made to assure that the valuation 
method being used is a fair approximation of fair 
value in view of all pertinent factors. Applicant has 
agreed that the following conditions may be 
imposed in any order of the Commission granting 
the exemptive reliei requested: 


1. In supervising Applicant’s operations and 
delegating special responsibilities involving portfo- 
lio management to Applicant’s investment adviser, 
Applicant’s board of trustees undertakes—as a 
particular responsibility within the overall duty of 
care owed to its shareholders—to establish proce- 
dures reasonably designed, taking into account 
current market conditions and Applicant's invest- 
ment objectives, to stabilize Applicant's net asset 
value per share, as computed for the purpose of 
distribution, redemption and repurchase, at $1.00 
per share. 


2. Included within the procedures to be adopted by 
the board of trustees shall be the following duties 
and responsibilities: 


(a) Review by the board of trustees, as it 
deems appropriate and at such intervals 
as are reasonable in light of current 
market conditions, to determine the ex- 
tent of deviation, if any, of the net asset 
value per share as determined by using 
available market quotations from Appli- 
cant’s $1.00 amortized cost price per 
share, and the maintenance of records 
of such review.' 





1To fulfill this condition, Applicant states that it in- 
tends to use actual quotations or estimates of mar- 
ket value reflecting current market conditions cho- 
sen by its board of trustees in the exercise of its 
discretion to be appropriate indicators of value, 
which may include among others, (i) quotations or 
estimates of market value for individual portfolio 


Volume 23, No. 1, July 21, 1981 


(b) In the event such deviation from Ap- 
plicant’s $1.00 amortized cost price per 
share exceeds 1% of 1 percent, a re- 
quirement that the board of trustees will 
promptly consider what action, if any, 
should he initiated by it. 


(c) Where the board of trustees believes 
that the extent of any deviation from Ap- 
plicant’s $1.00 amortized cost price per 
share may result in material dilution or 
other unfair results to investors or ex- 
isting shareholders, it shall take such 
action as it deems appropriate to elimi- 
nate or to reduce to the extent reasona- 
bly practicable such dilution or unfair re- 
sults, which may include: redeeming 
shares in kind; selling portfolio instru- 
ments prior to maturity to realize capital 
gains or losses, or to shorten Appli- 
cant’s average portfolio maturity; with- 
holding dividends; or utilizing a net as- 
set value per share as determined by 
using available market quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that Applicant will neither (a) 
purchase any instrument with a remaining maturity 
of greater than one year, nor (b) maintain a dollar- 
weighted average portfolio maturity which exceeds 
120 days.? 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a writ- 
ten copy of the procedures (and any modifications 
thereto) described in condition 1 above, and Appli- 
cant will record, maintain and preserve for a peri- 





instruments, or (ii) values obtained from yield data 
relating to classes of money market instruments 
published by reputable sources such as the 
Salomon Brothers Weekly Bond Market Round- 
Up. 


2In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted av- 
erage portfolio maturity in excess of 120 days, Ap- 
plicant will invest its available cash in such a man- 
ner as to reduce the dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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od of not less than six years (the first two years in 
an easily accessible place) a written record of the 
board of trustees’ considerations and actions 
taken in connection with the discharge of its re- 
sponsibilities, as set forth above, to be included in 
the minutes of the board of trustees’ meetings. 
The documents preserved pursuant to this condi- 
tion shall be subject to inspection by the Commis- 
sion in accordance with Section 31(b) of the Act, 
as if such documents were records required to be 
maintained pursuant to rules adopted under Sec- 
tion 31(a) of the Act. 


5. Applicant will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar-denominated instruments which the 
board of trustees determines present minimal 
credit risks, and which are of high quality as deter- 
mined by any major rating service or, in the case 
of any instrument that is not rated, of comparable 
quality as determined by the board of trustees. 


6. Applicant will include in each of its quarterly re- 
ports, as an attachment to Form N-1Q, a state- 
ment as to whether any action pursuant to condi- 
tion 2(c) above was taken during the preceding 
fiscal quarter and, if any such action was taken, 
will describe the nature and circumstances of such 
action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 3, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application herein will be is- 
sued as of course following said date unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
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tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11849/July 7, 1981 


In the Matter of 


THE OHIO NATIONAL LIFE INSURANCE 
COMPANY 

OHIO NATIONAL VARIABLE INTEREST 
ACCOUNT 


AND 


THE O.N. EQUITY SALES COMPANY 
237 William Howard Taft Road 
Cincinnati, OH 45219 


(812-4700) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
INVESTMENT COMPANY ACT OF 1940 
GRANTING EXEMPTIONS FROM THE PROVI- 
SIONS OF SECTIONS 2(a)(32), 2(a)(35), 22(c), 
26(a), 27(c)(1), 27(c)(2), AND 27(d) OF THE ACT 
AND RULE 22c-1 THEREUNDER 


The Ohio National Life Insurance Company (‘‘Ohio 
National’), a mutual life insurance company or- 
ganized under the laws of Ohio, Ohio National 
Variable Interest Account, a separate account of 
Ohio National registered as a unit investment trust 
under the Investment Company Act of 1940 
(“Act”), and The O.N. Equity Sales Company, a 
wholly-owned subsidiary of Ohio National regis- 
tered as a broker-dealer under the Securities Ex- 
change Act of 1934, filed an application on July 
11, 1980, and an amendment thereto on May 14, 
1981 pursuant to Section 6(c) of the Act for an or- 
der of the Commission granting exemptions from 
the provisions of Sections 2(a)(32), 2(a)(35), 
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22(c), 26)(a), 27(c)(1), 27(c)(2) and 27(d) of the 
Act and Rule 22c-1 thereunder, insofar as such 
exemptions are necessary to permit the transac- 
tions described therein. 


On June 10, 1981, a notice was issued (Invest- 
ment Company Act Release No. 11811) of the fil- 
ing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No hearing has been re- 
quested and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found 
that the granting of the application is appropriate 
in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intend- 
ed by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemptions from Sections 
2(a)(32), 2(a)(35), 22(c), 26(a), 27(c)(1), 27(c)(2), 
and 27(d) of the Act and Rule 22c—1 thereunder 
be, and hereby are, granted effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11850/July 8, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6326/July 8, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11851/July 8, 1981 


SEE 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 761/July 8, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11852/July 8, 1981 


In the Matter of 


STATE MUTUAL SECURITIES, INC. 
and 

STATE MUTUAL LIFE ASSURANCE 
COMPANY OF AMERICA 

440 Lincoln Street 

Worcester, Massachusetts 01605 


(812-4861) 


ORDER PURSUANT TO SECTION 17(d) OF THE 
ACT AND RULE 17d-1 TO AMEND AN EXISTING 
ORDER PERMITTING CERTAIN JOINT TRANS- 
ACTIONS 


State Mutual Securities, Inc. (‘Fund’), a closed- 
end, diversified, investment company registered 
under the Investment Company Act of 1940 
(“Act”), and its investment adviser, State Mutual 
Life Assurance Company of America (“Insurance 
Company”), a mutual life insurance company or- 
ganized under the laws of Massachusetts, filed an 
application on April 10, 1981, for an order 
amending the conditions contained in a prior order 
of the Commission (Investment Company Act Re- 
lease No. 7665, February 12, 1973) pursuant to 
Section 17(d) of the Act and Rule 17d-—1 thereun- 
der, which order permits the Insurance Company 
to invest concurrently for its general account in 
each issue of securities purchased by the Fund at 
direct placement (unless the security to be pur- 
chased is a long-term debt obligation or preferred 
stock without equity participation). 
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On June 4, 1981, a notice was issued (Investment 
Company Act Release No. 11802) of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing, and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found, on 
the basis of information stated in the application, 
that the participation by the Fund in the proposed 
transactions on the basis proposed will be consist- 
ent with the provisions, policies and purposes of 
the Act, and that such participation will be on a ba- 
sis not less advantageous than that of other partic- 
ipants. Accordingly, 


IT |S ORDERED, pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, that the applica- 
tion to amend the 1973 Order be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11853/July 9, 1981 


In the Matter of 

HEIZER CORPORATION 
20 North Wacker Drive 
Chicago, Illinois 60606 


(812-4811) 


ORDER PURSUANT TO SECTION 57(a)(4) OF 
THE ACT AND RULE 17d-1 THEREUNDER 
PERMITTING CERTAIN PROPOSED TRANSAC- 
TIONS 


On June 12, 1981, a notice was issued (Invest- 
ment Company Act Release No. 11813) of an ap- 
plication filed on January 16, 1981, by Heizer Cor- 
poration (‘Applicant’) pursuant to Section 6(c) of 
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the Investment Company Act of 1940 (‘Act’) to 
permit Applicant, under Section 57(a)(4) of the Act 
and Rule 17d-1 thereunder, to engage in certain 
transactions. The notice gave interested persons 
an opportunity to request a hearing and stated that 
an order disposing of the application would be is- 
sued as of course unless a hearing should be or- 
dered. No request for a hearing has been filed and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found, 
on the basis of the information stated in the appli- 
cation, that the participation of Applicant in the 
proposed transaction is consistent with the provi- 
sions, policies and purposes of the Act and not on 
a basis different from or less advantageous than 
that of other participants. Accordingly, 


IT IS ORDERED, pursuant to Rule 17d-1 under 
the Act, that Applicant may provide for its officers 
and employees a Simplified Employee Pension 
Plan qualified under Section 408(k) of the Internal 
Revenue Code of 1954 as described in the appli- 
cation. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11854/July 9, 1981 


In the Matter of 


ALEX. BROWN CASH RESERVE FUND, INC. 
11 Greenway Plaza 

Suite 1919 

Houston, Texas 77046 


(812-4890) 


NOTICE OF FILING OF AN APPLICATION PUR- 
SUANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM THE PROVI- 
SIONS OF SECTION 2(a)(41) OF THE ACT AND 
RULES 2a-4 AND 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Alex. Brown 
Cash Reserve Fund, Inc. (‘Applicant’), an open- 
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end, diversified, management company registered 
under the Investment Company Act of 1940 
(“Act”), filed an application on June 5, 1981, re- 
questing an order of the Commission, pursuant to 
Section 6(c) of the Act, exempting Applicant from 
the provisions of Section 2(a)(41) of the Act and 
Rules 2a-4 and 22c-1 thereunder, to the extent 
necessary to permit Applicant to compute its net 
asset value per share using the amortized cost 
method of valuation. All interested persons are 
referred to the application on file with the Commis- 
sion for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant states that a registration statement on 
Form N-1 registering shares of its common stock 
under the Securities Act of 1933 has been filed 
with the Commission but has not yet become ef- 
fective. Applicant further states that it is a “money 
market” fund, designed as an investment vehicle 
for institutions that wish to invest short-term cash 
reserves. Applicant further states that, in accord- 
ance with the prospectus contained in the afore- 
mentioned registration statement, Applicant's in- 
vestment objective is to provide investors with 
preservation of capital, liquidity and, consistent 
with such objectives, the highest possible level of 
current income by investing in high quality money 
market instruments. 


Applicant represents that it will invest exclusively 
in the following types of money market instru- 
ments: (i) securities issued or guaranteed as to 
principal and interest by the United States Govern- 
ment or by its agencies or instrumentalities; (ii) 
certificates of deposit, time or savings deposits, 
and bankers’ acceptances of domestic commercial 
banks and savings banks which, as of their latest 
published reports, have total assets in excess of 
$1.5 billion; (iii) certificates of deposit and time or 
savings deposits which are insured by the Federal 
Deposit Insurance Corporation or the Federal Sav- 
ings and Loan Insurance Corporation; (iv) com- 
mercial paper, including variable amount master 
notes, rated at the time of purchase A-1 by 
Standard and Poor’s Corporation (““S&P’’) or 
Prime-1 by Moody’s Investors Service, Inc. 
(“Moody’s’), or if not rated are of comparable 
quality to rated instruments of the foregoing quali- 
ty as determined by Applicant's board of directors; 
and (v) repurchase, reverse repurchase, and de- 
layed delivery agreements pertaining to the above 
securities, subject to certain restrictions as set 
forth in Applicant’s prospectus. 
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As here pertinent, Section 2(a)(41) of the Act de- 
fines values to mean: (1) with respect to securities 
for which market quotations are readily available, 
the market value of such securities, and (2) with 
respect to other securities and assets, fair value 
as determined in good faith by the board of direc- 
tors. Rule 22c-1 adopted under the Act provides, 
as here relevant, that the “current net asset value” 
of a redeemable security issued by a registered in- 
vestment company used in computing its price for 
the purposes of distribution and redemption shall 
be an amount which reflects calculations made 
substantially in accordance with the provisions of 
that rule, with estimates used where necessary or 
appropriate. 


Rule 2a—4 provides, as here relevant, that the cur- 
rent net asset value of a redeemable security is- 
sued by a registered investment company used in 
computing its price for the purpose of distribution, 
redemption and repurchase shall be an amount 
which reflects calculations made substantially in 
accordance with the provisions of that rule, with 
estimates used where necessary or appropriate. 
Rule 2a-4 further states that portfolio securities 
with respect to which market quotations are readi- 
ly available shall be valued at current market 
value, and that other securities and assets shall 
be valued at fair value as determined in good faith 
by the board of directors of the registered compa- 
ny. Prior to the filing of the application, the Com- 
mission expressed its view that, among other 
things, (1) Rule 2a—4 under the Act requires that 
portfolio instruments of “money market” funds be 
valued with reference to market factors, and (2) it 
would be inconsistent generally with the provisions 
of Rule 2a—4 for a “money market’ fund to value 
its portfolio instruments on an amortized cost ba- 
sis (Investment Company Act Release No. 9786, 
May 31, 1977). In view of the foregoing, Applicant 
requests exemptions from Section 2(a)(41) of the 
Act and Rules 2a—4 and 22c-—1 thereunder to the 
extent necessary to permit Applicant to value its 
portfolio by means of the amortized cost method of 
valuation. 


In support of the relief requested, Applicant states 
that experience indicates that two qualities are 
helpful in attracting investors to a fund such as Ap- 
plicant: (1) stability of-principal and (2) a steady 
flow of investment income. Applicant asserts that 
by maintaining a portfolio of high quality money 
market instruments, it can offer these characteris- 
tics to investors. Applicant further represents that, 
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according to its investment adviser, AIM Advisors, 
Inc., experience in the management of other in- 
vestment companies has demonstrated that, there 
will normally be a negligible discrepancy between 
prices determined under the amortized cost meth- 
od and those determined through a market 
valuation method. Applicant represents that its 
board of directors has determined in good faith, in 
light of the characteristics of Applicant, that the 
amortized cost method of valuing portfolio securi- 
ties is appropriate and preferable for Applicant, 
and will reflect the fair value of such securities. 


Applicant expressly consents to issuance of the 
requested order on the basis of the following con- 
ditions: 


1. In supervising Applicant’s operations and 
delegating special responsibilities involving portfo- 
lio management to Applicant's investment adviser, 
the board of directors of Applicant undertakes—as 
a particular responsibility within the overall duty of 
care owed to its shareholders—to establish proce- 
dures reasonably designed, taking into account 
current market conditions and Applicant's invest- 
ment objectives, to stabilize Applicant’s net asset 
value per share, as computed for the purpose of 
distribution, redemption and repurchase, at $1.00 
per share. 


2. Included within the procedures to be adopted 
by the board of directors of Applicant shall be the 
following: 


(a) Review by Applicant's board of direc- 
tors, as it deems appropriate and at 
such intervals as are reasonable in light 
of current market conditions, to deter- 
mine the extent of deviation, if any, of 
Applicant's $1.00 amortized cost price 
per share from the net asset value per 
share as determined by using available 
market quotations, and the maintenance 
of records of such review. ' 





‘Applicant states that to fulfill this condition, it in- 
tends to use actual quotations or estimates of mar- 
ket value reflecting current market conditions cho- 
sen by its board of directors in the exercise of its 
discretion to be appropriate indicators of value. In 
addition, Applicant states that the quotations or 
estimates may include, inter alia, (1) quotations or 
estimates of market value for individual portfolio 
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(b) In the event such deviation from the 
$1.00 amortized cost price per share 
exceeds ’2 of 1 percent, Applicant's 
board of directors will promptly consider 
what action, if any, should be initiated 
by it. 


(c) Where Applicant’s board of directors 
believes the extent of any deviation 
from Applicant's $1.00 amortized cost 
price per share may result in material 
dilution or other unfair results to inves- 
tors or existing shareholders, it shall 
take such action as it deems appropri- 
ate to eliminate or to reduce to the ex- 
tent reasonably practicable such dilution 
or unfair results, which may include: re- 
demption of shares in kind; the sale of 
portfolio instruments prior to maturity to 
realize capital gains or losses, or to 
shorten the average maturity of portfolio 
instruments; withholding dividends; or 
utilizing a net asset value per share as 
determined by using available market 
quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that Applicant will not (a) pur- 
chase any instrument with a remaining maturity of 
greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity which exceeds 
120 days. 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a writ- 
ten copy of the procedures (and any modifications 
thereto) described in condition 1 above, and Appli- 
cant will record, maintain and preserve for a peri- 
od of not less than six years (the first two years in 





instruments, or (2) values obtained from yield data 
relating to classes of money market investments 
published by reputable sources. 


2In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted aver- 
age portfolio maturity in excess of 120 days, Appli- 
cant will invest available cash in such a manner as 
to reduce the dollar-weighted average portfolio 
maturity to 120 days or less as soon as reasona- 
bly practicable. 
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an easily accessible place) a written record of its 
board of directors’ considerations and actions 
taken in connection with the discharge of its re- 
sponsibilities, as set forth above, to be included in 
the minutes of the board of directors’ meetings. 
The documents preserved pursuant to this condi- 
tion shall be subject to inspection by the Commis- 
sion in accordance with Section 31(b) of the Act, 
as if such documents were records required to be 
maintained pursuant to rules adopted under Sec- 
tion 31(a) of the Act. 


5. Applicant will limit its portfolio investments, 
including repurchase agreements, if any, to those 
United States dollar-denominated instruments 
which Applicant’s directors determine present min- 
imal credit risks, and which are of “high quality” as 
determined by any major rating service or, in the 
case of any instrument that is not rated, of compa- 
rable quality as determined by Applicant's board of 
directors. 


6. Applicant will include in each of its quarterly re- 
ports, as an attachment to Form N-1Q, a state- 
ment as to whether any action pursuant to condi- 
tion 2(c) above was taken during the preceding 
fiscal quarter and, if any such action was taken, 
will describe the nature and circumstances of such 
action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 3, 1981, at 5:30 
p.m., submit to the Commission in writing, a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication herein will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
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dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


INTERCAPITAL INCOME SECURITIES INC. 

INTERCAPITAL LIQUID ASSET FUND INC. 

INTERCAPITAL HIGH YIELD SECURITIES INC. 

INTERCAPITAL TAX-EXEMPT SECURITIES 
INC. 

INTERCAPITAL INDUSTRY-VALUED 
SECURITIES INC. 

INTERCAPITAL TAX-FREE DAILY INCOME 
FUND INC. 

INTERCAPITAL DIVIDEND GROWTH 
SECURITIES INC. 

INTERCAPITAL NATURAL RESOURCE 
DEVELOPMENT SECURITIES INC. 

ACTIVE ASSETS MONEY TRUST 

ACTIVE ASSETS TAX-FREE TRUST 

ACTIVE ASSETS GOVERNMENT SECURITIES 
TRUST 

and 

JOHN R. HAIRE 

Five World Trade Center 

New York, New York 10048 


(812-4881) 


NOTICE OF APPLICATION PURSUANT TO SEC- 
TION 6(c) OF THE ACT FOR AN EXEMPTION 
FROM SECTION 2(a)(19) OF THE ACT 


NOTICE IS HEREBY GIVEN that InterCapital Lig- 
uid Asset Fund Inc., InterCapital High Yield Secu- 
rities Inc., InterCapital Tax-Exempt Securities Inc., 
InterCapital Industry-Valued Securities Inc., 
InterCapital Tax-Free Daily Income Fund Inc., 
InterCapital Dividend Growth Securities Inc., 


SEC DOCKET/67 





InterCapital Natural Resource Development Secu- 
rities Inc., Active Assets Money Trust, Active As- 
sets Tax-Free Trust, and Active Assets Govern- 
ment Securities Trust, all open-end, diversified 
management investment companies, and 
InterCapital Income Securities Inc., a closed-end, 
diversified management investment company 
(“Funds”), all of which are registered under the In- 
vestment Company Act of 1940 (‘‘Act’’); and John 
R. Haire (collectively “Applicants’’), filed an appli- 
cation on June 1, 1981, requesting an order of the 
Commission pursuant to Section 6(c) of the Act 
declaring that Mr. Haire a director or trustee of 
each of the Funds, shall not be deemed to be an 
interested person of the Funds, as defined in Sec- 
tion 2(a)(19) of the Act, solely by reason of his po- 
sition as a director of Washington National Corpo- 
ration (“WNC”), which has three wholly-owned 
subsidiaries registered as broker-dealers under 
the Securities Exchange Act of 1934 (“Exchange 
Act’). All interested persons are referred to the 
application on file with the Commission for a state- 
ment of the representations contained therein, 
which are summarized below. 


Applicants state that Mr. Haire is a director of 
WNC, a publicly-held life insurance complex, and 
two of its wholly-owned life insurance subsidiaries, 
Anchor National Life Insurance Company (“Anchor 
National”) and Washington National Life Insur- 
ance Company of New York (“Washington Nation- 
al’). According to the application, WNC has two 
other wholly-owned subsidiaries, Washington Na- 
tional Equity Company (“Washington Equity”) and 
Anchor National Financial Services Inc. (“Anchor 
Financial’), each of which is registered as a 
broker-dealer under the Exchange Act. Applicants 
further state that Anchor Financial has a wholly- 
owned subsidiary, ANFS, Inc. (“ANFS’), which is 
registered as a broker-dealer under the Exchange 
Act. According to the application, ANFS operates 
solely in New York. 


Applicants represent that the three broker-dealer 
subsidiaries of WNC function primarily as adjuncts 
to the insurance operations of the WNC complex, 
marketing mutual funds and variable annuities. 
Applicants state that Anchor Financial and ANFS 
conduct a general securities business on a fully 
disclosed basis through a non-affiliated broker- 
dealer but that such securities business is limited 
to accomodating the clients of the dually-licensed 
insurance agents or registered representatives 
thereof for occassional securities transactions and 
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that such securities business is not solicited. Ap- 
plicants further represent that the Funds have nev- 
er transacted any business with Washington Equi- 
ty, Anchor Financial, or ANFS and that these 
broker-dealers do not act as market makers in any 
securities nor as underwriters. The Funds under- 
take that they will not transact any business with 
Washington Equity, Anchor Financial or ANFS so 
long as Mr. Haire remains a director or trustee of 
the Funds. 


Section 2(a)(19) of the Act, in pertinent part, de- 
fines an “interested person” of an investment 
company to include any broker or dealer regis- 
tered under the Exchange Act or any affiliated per- 
son of such broker or dealer. The term “affiliated 
person” of another person is defined by Section 
2(a)(3) to include any person directly or indirectly 
controlling, controlled by, or under common con- 
trol with, such other person or any director of such 
other person. Section 2(a)(9) of the Act defines 
“control” to mean the power to exercise a 
controlling influence over the management or polli- 
cies of a company, unless such power is solely the 
result of an official position with such company. 


Applicants state that because Mr. Haire is a direc- 
tor of WNC, he might be deemed to control Wash- 
ington Equity, Anchor Financial and ANFS, the 
broker-dealer subsidiaries of WNC and, thus, be 
considered an interested person of the Funds. Ap- 
plicants further state that Mr. Haire might be 
deemed to be controlled by WNC and, thus, be 
considered to be an affiliated person of Washing- 
ton Equity, Anchor Financial and ANFS by reason 
of his being under the common control of WNC. 
According to the application, this would also cause 
Mr. Haire to be considered an interested person of 
the Funds. 


Section 6(c) of the Act provides in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person from any provision of the Act, if and to the 
extent that such exemption is necessary or appro- 
priate in the public interest and consistent with the 
protection of investors. 


Applicants contend that Mr. Haire does not exer- 
cise a controlling influence over Washington Equi- 
ty, Anchor Financial or ANFS by reason of his be- 
ing a director of WNC. Applicants state that Mr. 
Haire does not in any way participate in day-to-day 
operations of WNC or its broker-dealer subsidiar- 
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ies. According to the application, Mr. Haire is not 
an officer of WNC nor of any of its operating sub- 
sidiaries. Applicants state he is, however, chair- 
man of the board of directors of a non-operating 
subsidiary, Anchor Corporation, formerly an in- 
vestment adviser.’ Applicants further state that 
Anchor Corporation remains in existence solely for 
purposes of performing certain administrative con- 
tractual obligations and conducting certain litiga- 
tion. 


Applicants also contend that Mr. Haire is not 
controlled by WNC. Applicants state that Mr. Haire 
receives no compensation for serving as a mem- 
ber of the boards of WNC, Anchor National and 
Washington National. Applicants further state that 
Mr. Haire receives an annual salary from anchor 
Corporation which will continue until August 31, 
1983, pursuant to a service contract but that this 
salary is in no way dependent on his remaining a 
director of WNC. According to the application, Mr. 
Haire’s present full time occupation is serving as 
president and chief executive officer of the Council 
for Financial Aid to Education, a not-for-profit cor- 
poration promoting financial aid to education. Ap- 
plicants further state that Mr. Haire also serves as 
a member of the board of Bowne Company. 


Applicants submit that it would be misleading to 
shareholders and unfair to Mr. Haire to identify 
him as an interested director or trustee of the 
Funds since such a designation, they contend, 
implies the existence of an actual or potential con- 
flict of interest which, Applicants claim, does not in 
fact exist. Applicants assert that because of Mr. 
Haire’s personal stature and the removal of any 
possibility that the Funds will do business with any 
of the broker-dealer subsidiaries of WNC, Mr. 
Haire will be in a position to act independently on 
behalf of the Funds and their respective share- 
holders without any possible impairment arising 
out of his affiliation with WNC. 


Accordingly, Applicants believe it would be in the 
Funds’ and their shareholders’ best interests to 
have Mr. Haire’s status as a disinterested director 
or trustee clearly acknowledged and that the re- 
quested exemption is appropriate in the public in- 





1 Anchor Corporation was, until August 10, 1979, a 
registered investment adviser under the Invest- 
ment Advisers Act of 1940. 
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terest and consistent with the protection of inves- 
tors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 3, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will re- 
ceive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11856/July 9, 1981 


In the Matter of 
MATHERS AND COMPANY, INC. 
and 


MATHERS FUND, INC. 
125 S. Wacker Drive 
Suite 2410 

Chicago, Illinois 60606 


(812-4823) 


NOTICE OF FILING OF APPLICATION 
PURSUANT TO SECTION 6(c) OF THE ACT FOR 
AN EXEMPTION FROM SECTION 15(f)(1)(A) 
THEREOF 


NOTICE IS HEREBY GIVEN that Mathers and 
Company, Inc. (‘Adviser’), an investment adviser 
registered under the Investment Advisers Act of 
1940, and Mathers Fund, Inc. (“Fund”), an open- 
end, diversified management investment company 
registered under the Investment Company Act of 
1940 (‘Act’) (collectively, the “Applicants’”), filed 
an application on February 13, 1981, and an 
amendment thereto on July 2, 1981, pursuant to 
Section 6(c) of the Act for an order exempting Ap- 
plicants from the provisions of Section 15(f)(1)(A) 
of the Act in connection with a proposed transfer 
of control of the Adviser. All interested persons are 
referred to the application on file with the Commis- 
sion for a statement of the representations con- 
tained therein, which are summarized below. 


According to the application, the Adviser was or- 
ganized as a corporation under the laws of Illinois 
in 1968, the successor to a business founded by 
Thomas N. Mathers in 1961. The application 
states that the Adviser renders investment adviso- 
ry services on a discretionary and non-discretion- 
ary basis to some 43 clients, primarily of an insti- 
tutional nature, including the Fund. Applicants 
State that as of December 31, 1980, the aggregate 
market value of assets under management by the 
Adviser exceeded $933 million, of which $212 mil- 
lion, or 21%, consisted of net assets of the Fund. 
The application indicates that 12,700 shares of the 
Adviser's common stock are issued and outstand- 
ing presently. Applicants state that Mr. Mathers 
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owns 93% of such common stock and the re- 
maining 7% is owned by four individuals who act 
as officers and directors of the Adviser. According 
to the application, all but one of the Adviser's offi- 
cers, directors and shareholders have been em- 
ployed by and actively involved in the Adviser's 
operations for more than ten years. 


The application states that the Fund has six direc- 
tors, three of whom are “interested persons” of 
the Adviser as defined in Section 2(a)(19) of the 
Act. Applicants represent that the current invest- 
ment advisory agreement between the Fund and 
the Adviser was approved by the Fund's share- 
holders in 1977, and annually thereafter by the 
Fund's directors in accordance with the provisions 
of the Act. Under the agreement, the Adviser pro- 
vides continuous investment advisory services 
and management to the Fund as well as office 
space, equipment, personnel (except non- 
affiliated directors) and clerical and bookkeeping 
services for managing the Fund’s assets. 


According to the application, all of the 11,813 
shares of the Adviser's common stock Mr. Mathers 
owns is subject to a stock redemption and repur- 
chase agreement (‘Agreement’) which obligates 
the Adviser to repurchase them at a fixed price of 
$64.55 per share upon his death. Applicants rep- 
resent that to fund any such repurchase, the Ad- 
viser maintains a life insurance policy on Mr. 
Mathers’ life which has a face value of $600,000 
and would provide approximately $763,000 aggre- 
gate insurance benefits were Mr. Mathers to die 
currently. The application states that the Agree- 
ment also provides continuing options exercisable 
during the ten year period following Mr. Mathers’ 
retirement or other termination of employment (i) 
to the Adviser to purchase from Mr. Mathers and 
(ii) to Mr. Mathers to sell to the Adviser, as many 
of such shares as either desires. Applicants state 
that payment for the shares purchased pursuant to 
the exercise of either option may be made, at the 
Adviser's sole discretion, in annual installments 
over a period of up to six years without interest, 
provided that the minimum amount of any annual 
installment will be $150,000 and that all unpaid in- 
stallments will become payable within thirty days 
after the Adviser receives the insurance proceeds 
from the insurance policy it maintains on Mr. 
Mathers’ life. The Adviser states that it believes 
that payment to Mr. Mathers of the above mini- 
mum annual installment will have no material ad- 
verse effects on its operation or cash flow, be- 
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cause Mr. Mathers will not then be receiving the 
substantial compensation he receives currently. 


The application states that Mr. Mathers is 66 years 
old and has taken several steps to provide for an 
orderly transition of the Adviser's management 
and control following his retirement or death. Ac- 
cording to the application, Mr. Mathers and the Ad- 
viser desire to continue implementation of this 
transitional process at this time by reducing Mr. 
Mathers’ voting interest in the Adviser from 93% to 
10%, primarily to avoid potential disruption which 
could result from an untimely assignment and ter- 
mination under the Act of the Fund’s advisory 
agreement upon either Mr. Mathers’ death or his 
retirement coupled with exercise of the options 
pursuant to the Agreement. To this end, the Advis- 
er proposes that it will amend its articles of incor- 
poration to (i) increase its authorized common 
shares from 20,000 to 125,000, and (ii) reduce the 
par value of the common stock from $3.50 to 
$0.01 per share. Subsequently, the Adviser pro- 
poses to issue a total of 105,430 additional com- 
mon shares pro rata to its current common share- 
holders other than Mr. Mathers at a price equal to 
their par value (i.e., $1,054.30). 


Applicants represent that the proposed transaction 
will not result in any significant changes in the op- 
eration of the Adviser. The application states that 
Mr. Mathers will continue as chairman, a director 
and an employee of the Adviser and as chairman 
and director of the Fund. Because consummation 
of the proposed transaction will’ result in an as- 
signment of the advisory agreement between the 
Adviser and the Fund, Applicants state that a new 
identical investment advisory agreement to be- 
come effective upon termination of the existing ad- 
visory agreement was submitted to and approved 
by the Fund’s directors in February 1981, and by 
its shareholders in April 1981. 


Section 15(f)(1) of the Act provides, in relevant 
part that: 


{aJn investment adviser...of a regis- 
tered investment company ...may re- 
ceive any amount or benefit in connec- 
tion with a sale of securities of, or a sale 
of any other interest in such investment 
adviser... which results in an assign- 
ment of an investment advisory contract 
with such company ..., if (A) for a peri- 
od of three years after the time of such 
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action, at least 75 per centum of the 
members of the board of directors of 
such registered company...(or suc- 
cessor thereto, by reorganization or oth- 
erwise) are not (i) interested persons of 
the investment adviser of such com- 
pany..., or (ii) interested persons of 
the predecessor investment adviser ... 
and (B) there is not imposed an unfair 
burden on such company as a result of 
such transaction or any express or im- 
plied terms, conditions, or understand- 
ing applicable thereto. 


Applicants desire to obtain the benefit afforded by 
Section 15(f)(1) of the Act in order to ensure that 
the Fund, its shareholders and the Adviser are in- 
sulated from liability in connection with the pro- 
posed transfer of control in the Adviser. The Appli- 
cants, however, will not fulfill the first condition of 
Section 15(f)(1)(A) because, after the proposed 
transaction, only 50% of the Fund’s directors will 
not be interested persons of the Adviser. Appli- 
cants state that compliance with the 75% non- 
interested director requirement of Section 
15(f)(1)(A) would necessitate either adding six 
new non-interested directors to the Fund’s current 
board of six, or reducing the number of interested 
directors from the current level of three to one, or 
some combination of these two options. Applicants 
submit that restructuring the Fund’s board in such 
a manner would impose an undue burden on the 
Fund and would not accomplish a useful purpose. 
The application states that the Fund currently has 
three directors, constituting 50% of its board, who 
are not interested persons of the Adviser, although 
the Fund meets the requirements of Section 10(d) 
of the Act which permits it to have only one non- 
interested director of the Adviser on its board. 


In further support of the application, Applicants 
note that Section 15(f)(4) of the Act provides a 
specific exemption from the 75% non-interested 
director requirement of Section 15(f)(1)(A) of the 
Act. This exemption pertains to transactions in 
which control of an investment adviser is trans- 
ferred to one or more affiliated persons of the ad- 
viser, provided that the transferees are natural 
persons and owned in the aggregate more than 
25% of the adviser’s voting securities for at least 
six months prior to the transfer. The application 
states that although the proposed transaction will 
be effected through the issuance of new shares 
rather than the transfer of previously outstanding 
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shares and the persons to whom the shares will be 
issued currently own less than 25% of the Advis- 
er's voting securities, considerable continuity of 
management and operational control will exist fol- 
lowing the transaction because three of the four 
persons acquiring control have managed and 
been employed by the Adviser for more than ten 
years. 


Applicants further submit that with respect to Sec- 
tion 15(f)(1)(B), although they are not requesting a 
Commission determination with respect to this 
provision, the proposed transaction will not impose 
an unfair burden on the Fund because after the 
transaction the Adviser will provide the same advi- 
sory services using the same techniques and per- 
sonnel as before the transaction. In addition, Ap- 
plicants represent that the terms of the advisory 
contract and the Adviser's compensation will re- 
main the same. 


Applicants undertake that they will each use their 
best efforts to ensure that (i) during the period un- 
til Mr. Mathers retires or terminates his employ- 
ment with the Adviser, at least three directors 
(50%) of the Fund will be persons who are not “in- 
terested persons” of the Adviser, and (ii) promptly 
following Mr. Mathers’ retirement or termination of 
employment, he will be replaced as a director of 
the Fund by an individual who is not an “interested 
person” of the Adviser, and the Fund will maintain 
this ratio of non-interested directors for a three 
year period, subject to vacancies created by 
death, resignation and the like, which vacancies 
Applicants undertake to use their best efforts to fill 
promptly and in any event within 120 days of the 
creation thereof with other qualified individuals. 
Applicants further undertake that until the expira- 
tion of the three year period following Mr. Mathers’ 
retirement or termination of employment, they will 
use their best efforts to cause the successor to the 
position on the Fund’s board of directors currently 
held by Mr. Mathers, and the successors to any 
position on the Fund’s board currently held by per- 
sons who are not “interested persons” of the Ad- 
viser, in each case to be selected, proposed for 
election and elected in the manner provided for in 
Section 16(b) of the Act. 


The Adviser undertakes that for two years follow- 
ing the proposed transaction, the Fund’s invest- 
ment advisory fee will not be increased by the Ad- 
viser. The Adviser also undertakes that it will 
maintain the existing or a comparable life insur- 


72/SEC DOCKET 


ance policy on Mr. Mathers’ life, providing aggre- 
gate life insurance benefits equal to the lesser of 
the approximately $763,000 aggregate life insur- 
ance benefits currently payable, or the maximum 
amount then potentially payable to Mr. Mathers 
upon exercise of his outstanding options under the 
Agreement plus any unpaid installments from prior 
exercises of such options. 


Section 6(c) of the Act provides, in part, that the 
Commission, by order upon application, may con- 
ditionally or unconditionally exempt any person, 
security or transaction, or any class or classes of 
persons, securities or transactions, from any pro- 
vision or provisions of the Act or of any rule or reg- 
ulation thereunder, if and to the extent that such 
exemption is necessary or appropriate in the pub- 
lic interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 3, 1981, at 5:30 
p.m., submit to the commission in writing, a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
*such request shall be served personally or by mail 
upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule 0-5 of the rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication herein will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 761/July 8, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11851/July 8, 1981 


Admin. Proc. File No. 3-4976 
In the Matter of 


JOHN P. DECKER 
500 East 8th Avenue 
Denver, Colorado 


ORDER DISMISSING PROCEEDINGS 


On October 16, 1978, having found that John P. 
Decker had aided and abetted a violation of Sec- 
tion 17(e)(1) of the Investment Company Act, we 
issued an order censuring Decker.’ Decker ap- 
pealed our decision to the United States Court of 
Appeals for the Tenth Circuit. The Court vacated 
our order, and remanded this matter for reconsid- 
eration in accordance with the standards set forth 
in its opinion.2 


Having reconsidered the evidence in conformity 
with the Court’s instructions, we are unable to con- 
clude that the charges against respondent have 
been sustained. 


Accordingly, IT |S ORDERED that these proceed- 
ings be, and they hereby are, dismissed. 


By the commission.* 


George A. Fitzsimmons 
Secretary 








1John P. Decker, Investment Advisers Act 
Release No. 641, 15 SEC Docket 1342. 


2Decker v. S.E.C., 631 F.2d 1380 (10th Cir. 1980). 


3Commissioner Thomas did not participate. 
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ACCOUNTING SERIES RELEASE 
No. 293/July 2, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6325/July 2, 1981 


ACCOUNTING SERIES RELEASE 
No. 294/July 8, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6326/July 8, 1981 





LITIGATION 





Litigation Release No. 9388/July 6, 1981 


S.E.C. v. Aqua-Sonic Products Corp., 
80 Civil 5513 (S.D.N.Y.) (RWS) 


Donald N. Malawsky, Administrator of the New 
York Regional Office, announced that on June 15, 
1981, Final Judgments of Permanent Injunction by 
Consent, signed by the Honorable Robert W. 
Sweet, were entered in the United States District 
Court for the Southern District of New York against 
M. Joshua Aber (“Aber”), an attorney residing in 
Yonkers, New York; Leon Schekter (‘““Schekter’), 
an attorney, residing in Roslyn, New York; Aqua- 
Sonic Products Corp. (‘““Aqua-Sonic’), a New York 
corporation whose business consists of the devel- 
opment, manufacture and sale of certain dental 
products known as Steri Products; and Denta- 
sonic, N.V. (“Dentasonic”’), a corporation char- 
tered in the Netherlands Antilles and substantially 
owned by its original shareholders, Schekter, Aber 
and Martin E. Hecht (“Hecht”). The judgments en- 
join the defendants from violating Sections 5(a), 
5(c) and 17(a) of the Securities Act of 1933 and 
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Section 10(b) of the Securities Exchange Act of 
1934 and Rule 10b-—5 thereunder (“the registration 
and anti-fraud provisions’) in connection with the 
purchase or sale of investment interests involving 
exclusive product licenses issued by Aqua-Sonic, 
coupled with sales agency agreements issued by 
defendant Ultrasonic Dental Products, Inc. 
(“Ultrasonic”), a New York corporation (hereinaft- 
er referred to as “Aqua-Sonic investments’) or 
any other securities. 


On the same date, Judge Sweet signed Final Or- 
ders Pursuant to Stipulations and Undertakings 
(‘orders’) as to defendants Melvin Hersch 
(“Hersch”), the president of Aqua-Sonic, who re- 
sides in roslyn Heights, New York and Ultrasonic, 
whose business consists of marketing the Steri 
Products to be sold on behalf of Aqua-Sonic licen- 
sees. Pursuant to these orders, defendants 
Hersch and Ultrasonic agreed not to violate the 
registration and anti-fraud provisions of the federal 
securities laws in the future in connection with any 
securities. The Court retained jurisdiction over the 
action as to defendants Hersch and Ultrasonic for 
the purpose of enforcing the terms of the orders, 
and the action was otherwise dismissed as to said 
defendants. 


The Commission’s Complaint alleges that com- 
mencing on or about May 1, 1978, the three law- 
yers, defendants Schekter, Aber and Hecht, 
through various entities directly or indirectly under 
their control, made a public offering of securities in 
the form of the Aqua-Sonic investments to market 
new dental products known as Steri Products. It is 
alleged that the offering of such securities should 
have been, but was not, registered with the Com- 
mission. 


The Complaint further alleges that, in connection 
with the offer and sale of the Aqua-Sonic invest- 
ments, the defendants omitted to state material 
facts to investors and prospective investors con- 
cerning, among other things, the viability of the 
products and the comprehensive role of the law- 
yers, as creators, promoters, control persons and 
principal fincnaial beneficiaries of the Aqua-Sonic 
investment. Among the items not disclosed was an 
agreement in which defendant Dentasonic, sub- 
stantially owned and controlled by Schekter, Aber 
and Hecht, sold certain rights in the Steri Products 
to defendant Aqua-Sonic for $26 million, shortly 
after Dentasonic had acquired these rights from 
the inventor for $406,500. 
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It is also alleged that the offering materials for the 
Aqua-Sonic investments included a tax opinion let- 
ter and a federal securities opinion letter issued by 
the law firm of defendants Schekter, Aber and 
Hecht (then known as Schekter, Aber & Hecht, 
P.C.) which failed to disclose to potential investors 
the significant conflict of interest its principals had 
in this venture. 


Defendants Schekter, Aber, Dentasonic and Aqua- 
Sonic, Hersch and Ultrasonic consented to entry 
of the respective injunctive decrees and orders 
without admitting or denying the allegations con- 
tained in the Commission’s Complaint. Defendants 
Hecht, also an attorney, and Inventel Corporation 
(“Inventel’) remain in the action. 





Litigation Release No. 9389/July 6, 1981 


SEC v. Stanwood Oil Corporation, et al., No. 
80-206-Erie (W.D. Pa., June 24, 1981) 


Paul F. Leonard, Administrator of the Washington 
Regional Office announced that on June 24, 1981, 
the Honorable Gerald J. Weber, Chief United 
States District Court Judge for the Western District 
of Pennsylvania, granted the Commission’s Motion 
for Summary Judgment and entered final judg- 
ments of permanent injunction against Stanwood 
Oil Corporation, a Pennsylvania Corporation, and 
John G. Starr, its president, enjoining them from 
further violations of the securities registration pro- 
visions of the federal securities laws. The viola- 
tions arose in connection with the offer and sale of 
the common stock of Stanwood Oil Corporation, 
which is traded in the over-the-counter market. 


Previously, on February 20, 1981, Stanwood and 
Starr consented to the entry of judgments perma- 
nently enjoining them from violations of the 
antifraud provisions of the federal securities laws, 
without admitting or denying the allegations of the 
Commission's complaint. 


For further information, see Litigation Release 
Nos. 9256, 9267, and 9313. 
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Litigation Release No. 9390/July 7, 1981 


SEC v. BROADWALL SECURITIES, INC. ET, AL. 
64 Civil 3995 S.D.N.Y. 


Donald N. Malawsky, Administrator of the New 
York Regional Office, announced that on May 15, 
1981, the Honorable Charles H. Tenney, United 
States District Judge for the Southern District of 
New York, denied defendant Arnold Mahler’s 
(“Mahler”) motion to vacate a Final Judgment of 
Permanent Injunction by Consent entered on Jan- 
uary 12, 1967. 


The aforementioned judgment enjoined Mahler 
from further violations of the anti-fraud provisions 
of the federal securities laws in connection with 
the securities of the Coast to Coast Co., Inc. In his 
decision, Judge Tenney held that the recent deci- 
sions of the United States Supreme Court requir- 
ing proof of scienter for certain anti-fraud viola- 
tions, including the decision in Aaron v. SEC, 446 
U.S. 680 (1980), did not provide a basis to vacate 
Mahler's injunction, which had been entered on 
consent, since by his consent the defendant had 
waived his right to a trial on the issue of liability. 
The Court concluded that Mahler had failed to 
present any evidence to support his claim that the 
injunction was unnecessary or caused adverse ef- 
fects. 


(See Litigation Release Nos. 3119, 3166). 





Litigation Release No. 9391/July 9, 1981 


SEC v. JAMES ROBERT MEEK, MAXWELL E. 
MEEK, MAJOR IMPROVEMENT CORPORATION 
(USDC/WD/OKLA//OKLA CITY DIV.) 
(CIV-81-227T) 


Wayne M. Secore, Administrator of the Fort Worth 
Regional Office, announced that on June 24, 
1981, the Honorable Ralph C. Thompson of the 
United States District Court for the Western Dis- 
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trict of Oklahoma, entered an order permanently 
enjoining Maxwell E. Meek and Major Improve- 
ment Corporation (Major Improvement), both of 
Tulsa, Oklahoma, from further violations of Sec- 
tion 17(a) of the Securities Act of 1933 and Sec- 
tion 10(b) of the Securities Exchange Act of 1934 
and Rule 10b-5 thereunder. Maxwell E. Meek 
consented to the entry of the order without 
admitting or denying the allegations in the Com- 
mission’s complaint. 


The complaint, filed on February 24, 1981, against 
James Robert Meek (J. R. Meek), Maxwell E. 
Meek and Major Improvement alleges that Guar- 
anty Trust Company (Guaranty) of Ponca City, 
Oklahoma, issued passbook savings accounts and 
certificates of deposit to investors in various 
states. The complaint further alleges that Maxwell 
E. Meek was responsible for Guaranty’s day-to- 
day operations, J R. Meek was the president of 
Guaranty, and Major Improvement was Maxwell E. 
Meek’s wholly owned corporation. 


Specifically, the complaint alleges that the Meeks 
made material misrepresentations and omitted to 
state material facts, concerning, among other 
things, that: Guaranty’s funds, bank accounts, bro- 
kerage accounts, and credit were used for the 
benefit of the Meeks and major Improvement; and, 
Guaranty was in a precarious financial condition. 
These material misrepresentations and omissions 
occurred, the complaint alleged, when Guaranty 
sold its certificates of deposit and passbook sav- 
ings accounts to the public; and when Guaranty 
purchased and sold, ostensibily for its own invest- 
ment portfolio, certain government and other secu- 
rities. 


The entry of the order of permanent injunction 
does not preclude the Commission from pursuing 
its request for an accounting and disgorgement 
from Maxwell E. Meek and Major Improvement. 


For further information, see Litigation Releases 
Nos. 9307 and 9364. 
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